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We've Arrested 
Clatter and Din in 
1,160 Restaurants 


This Is Only Part of The Ex- 
perience That Lets Our Na- 
tionwide Distributor Organi- 
zation Tackle Any Noise Prob- 
lem—Satisfaction Guaranteed. 


CELOTEX 


+ 6.00". OFF, 
SOUND CONDITIONING 
In Canada: Dominion Sound Equi ts, Ltd. 


THE CELOTEX CORPORATION + CHICAGO 

















UNION CARBIDE 

AND CARBON 

CORPORATION 
UCC) 


A cash dividend of Seventy-five cents 
(75¢) per share on the outstanding 
capital stock of this Corporation has 
been declared, payable October 1, 
1942, to stockholders of record at the 
close of*business September 4, 1942. 
ROBERT W. WHITE, Vice-Pres. & Treas. 














Allied Chemical & Dye Corporation 
61 Broadway, New York 


August 25, 1942 

Allied Chemical & Dye Corporation 
has declared quarterly dividend No. 86 
of One Dollar and Fifty Cents ($1.50) 
per share on the Common Stock of the 
Company, payable September 21, 1942, 
to common stockholders of record at 
the close of business September 4, 1942. 


W. C. KING, Secretary 








THE BELL TELEPHONE COMPANY 
OF CANADA 
NOTICE OF DIVIDEND 
A dividend of Two Dollars per share has been 
declared payable on the 15th day of October, 1942, 
to shareholders of record at the close of business 
on the 23rd of September, 1942. 
G. H. Rogers, 
Acting Secretary. 
Montreal, August 26, 1942. 
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Never before has the world moved so fast. 
changes which are remaking economic history. Every week brings new 


developments which call for reshuffling of investment and business plans. 






. Expansion of government controls . . . scarcities in materials . . . disloca- 
tions . . . new, more drastic taxes—all these influences are shaping money 


markets and security trends . . . affecting your interests. 







i = Hence, today more than ever you can profit by the guidance... 
the fact reporting . . . the sound and reliable conclusions of The Magazine 
of Wall Street. You should not be without its concrete suggestions of 
investment opportunities to increase your capital and income. Its com- 


bined features, available to you as a subscriber, cannot be duplicated for 





many times the modest price of your subscription. 


As a regular subscriber you may request opinions by wire or mail on 


as many as three listed stocks or bonds at a time . . . and in return receive 













without charge the impartial advices of our analysts in the form of a per- 


sonally-dictated reply, fitted to your 
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The Trend of Events 


JUST TAXPAYERS ... The tax situation facing this 
country calls for a thorough overhauling, not just an- 
other patchwork tax law. The Ruml pay-as-we-go plan 
would represent the greatest and most desirable tax 
reform, since the Federal income tax system was devel- 
oped. It has obviously caught the fancy of the taxpay- 
ing public—but the Treasury says no. 

The Treasury drags out the same old political red- 
herring: a few people of large means would be unduly 
benefitted in cases where 1942 incomes were lower than 
in 1941.- Not unmindful of politics in this election year, 
the Senate Finance Committee bows—at least it has up 
to the writing—to the Treasury. True, the great ma- 
jority of taxpayers would like to see the Ruml plan or 
something like it adopted. What of it? They’re just 
taxpayers, not to be considered at Washington. 

Year after year, all Secretary Morgenthau and his 
alleged tax experts have been able to do is to pile tax 
on tax and wrap the whole mess into such a babel of 
complexities that only a Philadelphia lawyer has any 
chance of figuring out what any given Treasury tax pro- 
gram is all about. 

The Treasury’s “loss” on 1942 income under the “skip- 
a-year” plan would certainly be considerably more than 
offset by the increase in taxable income of great num- 
bers of the higher paid skilled industrial workers (many 


of whom are now in the $5,000 a year class) and of the 
many thousands of industrial sub-executives and. super- 
visors. The average corporate executive, though by no 
means all, will have larger income this year than last. 

Mr. Rum has taken his proposal to the public through 
press and radio. Maybe it will yet be adopted. If not, 
it may at least brush some of the stale dust away from 
the Treasury’s tax thinking and give Congress a hot- 
foot. There are alternative possibilities. A very simple 
one is a low-rate gross income tax, withheld at the 
source, as part of the tax program. The one thing clear 
to most everybody—outside of Washington—is that our 
crazy-quilt Federal tax system now needs a surgical 
knife rather than a half dozen more assorted pills. 


PLANT CONCENTRATION ... The W P B has ap- 
pointed a committee of four officials to devise and carry 
out plans for concentration of civilian production within 
a smaller number of plants. The “nucleus plants” 
scheme has already been applied in the case of type- 
writers and stoves. But in these instances it is a rela- 
tively simple and not very controversial matter. Produc- 
tion of typewriters and stoves for civilians will be in 
insignificant volume anyway. The same is true of all 
civilian products made of metal or other scarce materials 
needed for war purposes. 
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The most active civilian industries and the most essen- 
tial civilian industries are not using important amounts 
of scarce materials. To the extent that essential civilian 
industries are doing so, it can’t be avoided. If the pro- 
duction is essential it has to be maintained and would 
require the same total of materials whether concentrated 
in a reduced number of plants or left as is. There is no 
need to convert additional civilian plants to war work, 
since we haven’t enough materials to supply those 
already in operation or in late stages of construction. 
Concentration would free a certain amount of labor for 
war work, but this is not urgent now because the need 
for war-plant labor will remain generally proportionate 
to the available supply of materials and materials sup- 
ply, rather than available labor force, will remain the 
key bottleneck for some time to come and _ perhaps 
indefinitely. 

British experience is only a partial guide for us. 
England has no alternative to ruthless and extensive 
concentration of non-war work in a limited number of 
the most efficient plants. This is because essential 
civilian industries there are so importantly dependent 
upon imports. England has a scarcity in many things 
that are plentiful here, including even foods and tex- 
tile fibers. 

In any event W P B is going to have a big job on its 
hands—and a headache—if it gets involved in the mat- 
ter of concentrating civilian production and substituting 
“Victory” models for well-known trademarks on a really 
extensive scale. If the need can be demonstrated, the 
public will certainly approve—however the manufactur- 
ers concerned may feel about it. But having seen how 
badly wrong the W P B was in its estimates of needed 
war materials and new war plants, it is fair to say that 
the public no longer takes W PB ideas on mere faith. 
It wants to be shown. 


LATIN-AMERICAN BONDS .... It is reported that 
Washington is giving some consideration to the problem 
of defaulted Latin-American bonds held by American 
investors. Certainly this possible source of friction 
should be removed, in view of the fact that we hope to 
maintain much closer diplomatic and economic ties with 
Latin-America in the future than in the past. These 
defaulted debts would also be an important psycholog- 
ical obstacle to renewed flow of American investment 
capital into Latin-American countries after the war, 
regardless of the promising prospects for economic de- 
velopment that some of these countries seem to have. 
Some countries have made greater efforts than others 
to make payments on these debts. Cuba and the Argen- 
tine are maintaining full debt service—the one close to 
our war cause, the other quite cool. Settlement of de- 
faulted bonds should be worked out on a country by 
country basis. There can’t be any general rule. Ability 
to pay should be the criterion and prevailing market 
prices should be ignored. Some of the Latin-American 
countries now have greatly increased dollar credits or 
holdings of dollar exchange. Why not use it to adjust 
the debts? Our “Good neighbor” policy will have in- 


evitable limitations and handicaps unless it works both 
ways. To our way of thinking, the policy to date has 
been too much one-way in matters economic and finan- 
cial. And you know which way. 


WHY NOT? ... No one will be surprised to note that 
Mr. Green and Mr. Murray, speaking respectively for 
the A F L and the C I O, want the matter of war-time 
wages left in the hands of the War Labor Board, rather 
than be taken over by the super-anti-inflation board 
that Mr. Roosevelt has been reported to have up his 
sleeve. 

Union labor has been doing all right with the War 
Labor Board. It has lost a few times, but won out 
many more times. You can’t make hits all the time 
and what counts is the batting average. Why should 
loose talk of wage stabilization worry them? On a na- 
tional average, wages continue to be “stabilized up.” 

The unions are sitting pretty. When this War Labor 
Board gives them what they ask, or the greater part 
thereof, they accept it more or less graciously. When 
they refuse to abide by a Board ruling, as they some- 
times do, they know that nothing unpleasant will hap- 
pen to them. Instead, it will happen to the employer 
whom the Board upheld. The Government will take 
over his plant! 

And they can now get the Labor Board to do the 
dirty work for them in breaking a wage contract. To 
be sure, they have broken many such contracts for them- 
selves in the past. It didn’t cost them anything, but 
it was at least slightly embarrassing because it supported 
charges of many employers that the unions were not 
responsible and that their contracts were no good. 

The biggest single industrial wage contract was that 
between United States Steel and the C I O steel work- 
ers’ union. When it expired a few weeks ago the union 
asked not only for the same wage increase as the Labor 
Board had earlier granted to the workers of the so-called 
“Little Steel” companies but asked that the increase be 
made retroactive to last February. The Board, of 
course, said yes. What’s a contract? The cost of this 
contract violation is about $12,000,000, most of which 
will be borne by the Treasury in the form of lower taxes 
from Big Steel. 

If Mr. Green and Mr. Murray have been holding their 
breath while waiting for the President to announce what 
he proposed to do about inflation apd wage stabiliza- 
tion, they can apparently relax. Just now we see by 
the papers that Mr. Roosevelt informed a press confer- 
ence that his wage stabilization program will be “flexi- 
ble.” The word has a familiar ring. The program of the 
War Labor Board also has been “flexible.” Flexible, that 


is, one way. 


THE MARKET PROSPECT... Our most recent in- 
vestment advice will be found in the discussion of the 
prospective trend of the market on page 526. The coun- 
sel embodied in the feature should be considered in 
connection with all investment suggestions, elsewhere in 
this issue. Monday, August 31, 1942. 
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BY CHARLES BENEDICT 


IF RUSSIA FAILS TO HOLD 


Savenat months ago a Nazi victory in southern Russia 
would have been a great disaster for the United Nations. 
Today, however, while it still means a hard blow, changes 
in strategy can cushion the shock and minimize that 
blow. 

It seems like a miracle that this should be so. Evi- 
dently the Gods are with us. 

When the Allies finally realized that the showdown 
was inevitable in 1942—that the time for action was now 
and that we couldn’t wait until 1943-44—they were for- 
tunately obliged to resort to the air, being insufficiently 
prepared in any other branch of the service. It was a 
wonderful piece of luck to which the victories we have 
won since the Battle of the Coral Seas so clearly attest. 
It was the turning of the tide. 

Since then we have made steady progress against our 
enemies. The hit-and-run tactics have expanded to land- 
ing operations as in the Battle of the Solomons where the 
Japs are suffering unexpected and costly setbacks. 

If the United States, therefore, can hold air supremacy, 
and regain naval supremacy as well, the posi- 
tion of Japan must greatly deteriorate, forc- 
ing a revision and further delay in the Axis 
timetable. While, at the same time, it 
would give us the advantage of being able 
to force action whenever we are ready—and 
where we choose. 

More than that, it has helped us to evolve 
the basic strategy that should enable us to 
win the war—while giving us the most effec- 
tive weapon with which to defend our long 
and exposed borders. 

It means we are coming closer to the 
bombing of important Japanese objectives— 
and assuring the security of our west coast. 

Moreover, our successes thus far have had 
far-reaching psychological effects around the 
world. Our relations with the nations to the 
south of us have considerably improved, 
helping greatly our efforts toward welding 
the Americas into an independent economic 
entity. 

In Europe, too, the bombings are having 
a telling effect. The increasing range which 
makes possible the bombing of the Baltic 
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area where the Nazis’ most important productive ca- 
pacity is located is causing Hitler to feel our in- 
creasing strength most unpleasantly. While Hitler is 
evidently using his main battle strength in an attempt to 
break Russia’s back, the war machines of the United 
Nations are only in the process of accumulating great 
force and power. He knows if we weaken his effort suf- 
ficiently he won’t be able to stage a comeback. 

Since the Russian armies are still intact, the Nazis 
have much to fear from our systematic destruction by 
air of their productive capacity and transportation fa- 
cilities. The portent of our increasing air strength must 
be a nightmare to Hitler. What gain if he acquired oil 
and territory and yet his productive capacity for planes 
and mechanized equipment is weakened? Russian 
hordes, bent on vengeance, overrunning Germany is not 
a pleasant thing to contemplate. 

Allied air strategy is only just getting into high gear. 
Hitler is at the crossroads. Japan is weakening. The 
odds are now with us. 


These are the famous Boeing "Flying Fortresses." American-British bombing 
attack from here on will give our enemies a real blasting and set the stage 


for United Nations victory. 
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Projecting Security Trends 





While we think it probable that the average made lasting lows last 
April, we doubt that prospects favor important additional advance for 
the present and hence we do not currently advise investment purchases. 


BY A. T. MILLER 


es market made its 1942 low to date a bit more than 
four months ago on April 28. Since then the perform- 
ance really divides itself into two phases. First came 
approximately 11 weeks of recovery which carried the 
Dow industrial average up about 16 points to July 16 
high of 108.91. Thereafter and up to this writing the 
industrial average has backed and filled, on low volume, 
within a range of but little more than 4 points. Over 
the same period this publication’s more representative 
weekly index of 270 issues has held within a range of 
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slightly more than 2 points. 

Bears can argue that this persistent inability to rise 
above the mid-July highs suggests the probability that 
another intermediate rally in a bear market has topped 
out and that substantially lower prices are ahead. 

Bulls can argue that, if the market lacks vitality on 
the up side, it is equally lacking in vitality on the down 
side. Minor reactions have thus far petered out at suc- 
cessively higher levels. Through last week, in terms of 
the closing average, three minor reactions have made the 
following pattern of lows: 102.54; 104.80; 105.55. 

In progressively narrowing its range of fluctuation, the 
market is working itself into a technical corner from 
which a wider movement one way or the other will, of 
course, develop in due time. Yet we have a suspicion 
that it would be easy to attach undue significance to 
recent downside resistance levels and their possible vio- 
lation. On the reverse side in recent years there have 
been numerous times when an apparently significant 
top side resistance level was penetrated—only to see 
the advance top out a very few points higher. An out- 
standing case was right after the election of 1940. Af- 
ter weeks of resistance around the 135 level, the market 
spurted over a few sessions to 138.12—then promptly 
began a major decline. In short, the major trend was 
down and the few points of added rally merely invited 
liquidation. 

If a lasting low was made last April—as we think 
probable though not certain—reactions will invite 
investment buying. More of it would be attracted by 
reaction to 100 than to 104. There are two things about 
the indecisive performance of the past seven weeks 
which seem to us both interesting and generally hope- 
ful. (1) Most bear market rallies of recent years have 
tended to top out from an inverted V formation, rather 
than “fool around” near the top for seven weeks. In 
a true liquidating market it does not take much excuse 
in the news, after a rise of 17 per cent, to induce 
holders to get on with their selling. The present 
“plateau” is more sharply defined for the market as @ 
whole than for the Dow industrial average. In the 
week ended August 22 our weekly index of 270 issues 
reached 47 against July high of 46.2. At the end of last 
week reaction left it virtually at the July high. The war 
and tax news has provided plenty of seemingly plausible 
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excuse for renewed decline. (2) Our technical indi- 
cators suggest that the dominant influence in the mar- 
ket currently is the caution of buyers rather than the 
pressure of liquidation. Our measure of liquidating 
ressure has shown no increasing tendencies and last 
week duplicated previous lows for the year. 

We think the great majority of investors are just 
standing pat, waiting for some fresh clue for action and 
thus leaving the gyrations of a trading range market to 
in-and-out traders. We rather doubt that September 
will produce a change of more than passing significance 
either way. Most stocks are sufficiently advanced from 
the year’s lows to deter “bargain hunting” investors at 
a time when the tax program is wide open to Senate 
change, when all United Nations successes on the battle 
fronts seem to be ralatively minor thus far and when 
the real significance of Hitler’s 1942 Russian campaign, 
in relation to the over-all course and duration of the war, 
cannot yet be more than partially appraised. In this 
setting we rather doubt that the market any time soon 
can stage a worth while advance above the July-August 
highs. On the other hand, we believe that 
the average lows probably have been seen 


we nevertheless can’t help but reason that the supreme 
crisis of this war is well behind us. We think that before 
autumn turns to winter investors will increasingly appre- 
ciate that the tide is running with us and that the 1942 
waves dashed up by our enemies have not changed the 
reality. Already we have a heartening demonstration 
that the Japanese can no longer have matters all their 
own way and that American-British air power can and 
will from now on deliver far more devastating—possibly 
decisive—blows than the Nazis ever dreamed they 
would be subjected to. 

It is probable that the Senate Finance Committee 
will shape its corporate tax provisions in the near future. 
In all recent years tax legislation framed by this influ- 
ential committee has gone through the Senate without 
important amendment and in conference has substan- 
tially prevailed over the House versions. Thus the 
worst of the corporate tax uncertainty may soon be out 
of the way; and present indications suggest that the 
total impact on corporate profits and finances probably 
will be less harsh than that adopted by the House. 





for this year—and longer—and we therefore 
think it probable that all reactions at worst 
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would be confined to the upper 10 points of 55 
the range since late April. With the Dow 
industrial average just above 106, we do not 
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advise purchases at this time on an invest- 50 
ment basis. In the event of a sizable reac- 
tion—which we are not here predicting— 
we think scale-down investment purchases 





would be in order. 45> 
However, it seems to us that the mat- A 


ter of price is not now by any means 
the main consideration deterring prudent 40 
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investment buyers. How low or high pre- 
vailing prices look today is one thing. How 
low or high similar prices might look a 
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month from now, in relation both to the 35 
tax program and the maturing 1942 war eae 


prospect, might be considerably different. 
While we can’t time it, we have a strong 30 


a 





notion that sometime before the end of this 110 
waning year—the Russian winter is now 
only a matter of weeks in beginning—our 





war prospect and the tax outlook will ap- 105 
pear to investment eyes to be either more 
cheerful, or less foreboding, than at present. 

The decisive factor in this war is no longer 100 
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Germany but the United States. 
less of Hitler’s territorial gains in Russia, 
the basic fact is that the total strength— 


Regard- 30 HF 





due to the U. S—of the grand alliance con- 25 
fronting him is steadily closing the gap. His 
total ability to defeat Britain and the 
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United States is not increasing but decreas- 
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20 
ing. Our ability to defeat him is steadily |500000, 
increasing. He came closest to complete 
victory in the summer of 1940 and will never 
come anywhere near that close again, re- 
gardless of what happens meanwhile in 
Russia or Africa. Without inimizing the 
seriousness of the present situation at all, 
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Killing the 
Goose That Lays 
the Golden Eggs 


Our Fallacious Policy of Corporate Taxation 


By LAURENCE STERN 


; political game of sticking the corporations with 
ever higher taxes, while postponing the painful decision 
to assess the voting public for a realistic share of the 
soaring costs of our most extravagant Government of all 
time, appears just about played out to the ultimate limit. 

There is now very little more that can be squeezed 
out of the rich—only small change as compared to even 
one week of the Government’s present spending. For 
the time being corporations could pay the extremely high 
taxes called for in the bill adopted some weeks ago by 
the House and now pending before the Senate Finance 
Committee—with not a few finding it necessary to bor- 
row the money to do so—but the inducement to efficient 
production would be seriously lowered, continuing sol- 
vency under existing capitalizations would be put in 
very real and very serious jeopardy and thus the very 
foundation of our private enterprise system would be 
undermined. 

The Government could proletarianize the entire mid- 
dle class, via the tax route—which would be socially in- 
tolerable yet fiscally inadequate. Bear in mind that it 
is a Federal spending budget of $75,000,000,000 a year 
or more that we are approaching! Even if the maximum 
bearable consumption taxes were levied on all the people, 
including the lowest income classes, much more than half 
of the needed funds would have to be borrowed and 
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probably some two-thirds of the borrowing would have 
to consist of “bank money” inflation. 

The choice facing the Government is not between a 
large monetary-credit inflation or none. It is only one 
of degree, of how much inflation could be manageable 
and of how much can be properly avoided both through 
borrowing the actual savings of the people and through 
taxes which are tolerable on the one hand, fairly appor 
tioned among the people on the other hand. 


Politics and Taxes 


Thus far in the war Congress has approached taxes 
pretty much as it did in peace. First, pile more on the 
corporations. Second, see if a bit more can be extracted 
from the rich. Third, boost the ante on the middle 
classes. Last of all, fearfully and tentatively explore the 
idea of a sales tax or gross income tax that would take 
money out of the pockets of the lower-income masses 
whose vote is the biggest of all political prizes. 

Even if Congress were composed solely of tax experts, 
capable of ignoring political considerations entirely, the 
problem confronting it would be complex and difficult. 
In approaching that problem it would have to take into 
consideration the Treasury’s revenue needs, inflation cot- 
trol, the social equity of tax apportionment and the vital 
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relationship of taxes to the productivity and survival of 
our capitalist system. 

It is accurate to say that two of these four considera- 
tions—the survival of a healthy private enterprise sys- 
tem and inflation control—have had wholly inadequate 
attention from Congress and the Treasury. It is also 
accurate to say that to date the Government’s concept 
of what constitutes socially just tax apportionment 
differs little from that held in peace time and therefore 
is utterly fallacious. Mr. Morgenthau gags over the 
“social injustice” of even a 5 per cent sales tax since it 
would hit the poor disproportionately. So it would, but 
meanwhile the poor, along with the rest of us, have been 
taxed 19 per cent by the rise in the cost of living; and 
the “inflation tax” on their food is increasing every 
month. 

After allowing for all ex- 
isting taxes, there is today, 
as compared with 1939 or 
even 1940, an inflation of 
purchasing power amount- 
ing to a great many bil- 
lions of dollars in the 
hands of consumers while 
the available supply of 
consumer goods is contract- 
ing. A major part of the in- 
creased purchasing power is 
in the hands of low-income 
industrial workers and farm- 
ers. Unless it is substan- 
tially neutralized, no infla- 
tion control program can 
ultimately prove effective. 
If not effective, these mil- 
lions of people will merely 
be “taxed” by a rising cost 
of living rather than directly 
by the Government. That 
prospect does not look like 
social justice to me. Inci- 
dentally, in addition to very heavy income and corpo- 
rate taxes, socialistic New Zealand now has a 20 per 
cent general sales tax, raised from 10 per cent last year 
and 5 per cent in 1940. But, of course, New Zealand is 
really all-out and down to brass tacks in war effort—and 
determination to prevent inflation. 

Presumably the Roosevelt Administration and Con- 
gress believe in private enterprise. Yet you would have 
to doubt that if you judged the intensity of their desire 
to see a productive capitalist system preserved solely 
by their policies as regards corporate taxation. Instead, 
you would have to come to one of two conclusions: 
either (1) they are aiming at the slow and progressive 
strangulation of private investment; or (2) they are 
curiously blind to the essential requirements of a healthy 
private enterprise system. The writer prefers the lat- 
ter conclusion. 

What is a corporation? Is it a thing of evil? Would 
the American people be better off if there were no corpo- 
rations? 

A corporation is simply a legal entity but it does not 
exist in a vacuum, unrelated to human beings. It’s an 
organization device through which the productive efforts 
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of numbers of human being can be most effectively 
associated and coordinated. It’s the most practical 
device ever invented through which capital can be 
raised from numbers of scattered investors and utilized 
in productive undertakings which provide employment 
for the people as workers and goods and services for the 
people as consumers. It’s a legal funnel through which 
money flows to and from people as workers, investors, 
suppliers of materials, consumers, etc. It is through these 
corporate funnels that tens of millions of our people 
carry on the great bulk of all of our industrial production 
and a major portion of all of our distribution. Many 
of these corporations are large. An even greater number 
are small. All—large and small—are being subjected to 
taxes which are not only grossly unfair to the investors 
who supplied the capital but, what is far more impor- 
tant, threaten the very life 
of the “goose that lays the 
golden eggs.” 
f Originally our tax law rec- 
ognized the obvious, factual 
distinction between corpo- 
rate profits and income of 
people. That is, since a cor- 
poration paid the Govern- 
ment an income tax on its 
total earnings, its  stock- 
holders were not required to 
pay an income tax on the 
dividends they received. 
Otherwise it would have 
amounted to double income 
taxation of any portion of 
corporate profits that was 
distributed. Yet that is 
what we have come to in re- 
cent years. The first change 
was to subject dividends to 
the surtax but leave them 
exempt from the “normal” 
tax. Such distinction was 
wholly arbitrary. In the 1936 legislation even the stock- 
holder’s credit against normal tax was eliminated. 


“Heads, You Lose —" 


That’s just one aspect—the foolish capital gains tax 
is another—of a governmental tax philosophy which to 
the private investor can only mean: “tails, I lose; heads, 
the Federal tax collector wins.’ Maximum investment 
of private capital in productive undertakings—all in- 
volving some element of risk to said capital—cannot be 
induced under such policies. Yet if we don’t have ade- 
quate investment of private capital, we will have to 
have more and more Federal “pump priming”—or “pub- 
lic investment,” as the New Dealers now prefer to call 
it. Thus the skids are greased—no doubt without con- 
scious intent by the real policy-makers at Washington— 
for private enterprise. 

If the Government really desires to encourage maxi- 
mum private investment and production—we are talk- 
ing. of course, about longer range policy and not the 
present war setting—then, in theory, corporate earnings 
ought not to be taxed at all except to the extent that 
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they amount to income received by individuals. There 
would, of course, have to be safeguards against abuses. 
Since the principle—however valid—hasn’t a ghost of 


a chance of becoming acceptable to our politicians, the 
next best thing would be to avoid dangerously excessive 
corporation taxation and to give stockholders fair play. 


Government Facing Both Ways 


As it is, the Government’s right hand works against 
its left hand. The SEC is striving to induce reduction 
in corporate deft capitalization and to encourage reliance 
on equity capital so far as possible. Yet Administration 
tax policy not only tends to make equity financing more 
and more impracticable for the great majority of corpora- 
tions, but provides a positive inducement for bond 
financing. The positive inducement consists of the fact 
that bond interest paid by a corporation is deductible 
from its income tax, but dividends paid on common or 
preferred stocks are not. To put it concretely, a corpora- 
tion with a $10,000,000 issue of 444 per cent bonds has 
to earn $450,000 to pay the interest. But if the obliga- 
tion is $10,000,000 of 414 per cent preferred stock, it has 
to earn approximately $810,000 to pay the dividend 
because it must first pay a 45 per cent tax—under the 
pending bill—before it can pay any dividends. This is 
not only a strong inducement to bond capitalization but 
penalizes the corporation conservatively capitalized with 
stock issues only. The latter is taxed more heavily than 
a corporation of equal total capitalization but with a 
portion of it in bonds. This is one of the reasons why 
the heavily indebted railroads are earning very handsome 
profits today, while some of the most conservatively 
capitalized industrial companies are hard-pressed to find 
enough cash even to pay their taxes. 














Most people in this country have the idea that British 
corporate taxes are heavier than ours. Actually, they are 
less oppressive—and they reflect a much more intelli- 
gent realization of the functions and needs of capitalist 
enterprise. There is no double taxation of dividends. 
Also no equivalent of our investment-blockading capital 
gains tax. To the extent of dividends distributed, the 
British Government treats the taxes initially paid by cor- 
porations as paid in behalf of the stockholders. The 
stockholder takes credit on his own income tax report 
for what his corporation has paid for him. For tax pur- 
poses, the British corporation is in part merely a medium 
for collecting taxes of individuals. For example, if all 
profits are distributed, the corporation itself pays no in- 
come tax. On retained profits— what is left after paying 
dividends, interest, rents and royalties—it pays 50 per 
cent normal tax plus 100 per cent excess profits tax, of 
which 20 per cent is to be refunded after the war. Thus, 
if a British corporation earns $1,000,000 and distributes 
$500,000 of it, its normal tax would be 50 per cent of the 
remaining $500,000 or $250,000. An American corpora- 
tion with the same earnings, no matter how much or how 
little it paid out in dividends, would pay to the Govern- 
ment (under the House bill) a normal tax of 45 per cent 
on the whole profit of $450,000—just 80 per cent more. 

Even the left-wing laborite Australian government has 
rescinded the former tax which (Please turn to page 568) 
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Industries and Securities in 


Favored Investment Position 





BY J. C. CLIFFORD 


W cx the European war began with Hitler’s attack 
on Poland in early September of 1939, such traditional 
“war baby” stocks as steels, rail equipments and coppers 
paced a sharp market rise and—for a few weeks—re- 
corded very large percentage gains. 

In May and June of this year—for reasons hard to see 
then and even harder now—talk of possible “early peace” 
began to be heard; and various erstwhile “war casualty” 
stocks, such as Coca Cola and American Tobacco, en- 
joyed large percentage advances. 

In between these two periods there were innumerable 
instances in which investment and speculative opinions— 
or preconceptions—on the prospects of this or that in- 
dustry had to be changed in the light of new develop- 
ments that no one could have predicted. 

Today no one can know when the war may end; what 
additional important changes may be brought about, 
by Government edict or otherwise, in the relative posi- 
tions and prospects of the industries before peace comes; 
or be at all sure of just what our post-war economy will 
look like. 

Yet, in the interest of safeguarding his capital assets 
%0 far as possible and of obtaining an adequate income 
return from them, the investor must have a positive 
policy. For him to make decisions on the purchase, sale 
or retention of particular securities will, naturally, in- 
volve an element of risk. But assuming such decisions 
are made with reasonable prudence and common sense— 
as much common sense as most investors use in man- 
aging their own business or in holding a responsible job— 
the number and cost of the mistakes will certainly be less 
than would inevitably accrue from the negative policy of 
drift and inaction. 

This article concerns that part of the investor’s prob- 
lem which relates to common stocks. It need hardly be 
emphasized that this is not—or at least should not be— 
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the whole of any investor’s problem—for the first of all 
decisions, shaped according to varying individual cir- 
cumstances, is what proportion of total capital funds it 
is prudent to put in common stocks, as compared with 
“safety first” fixed income securities or bonds and pre- 
ferred stocks of medium grade. 


Common Stock Diversification Essential 


In common stock selection, the first and most general 
principle is adequate diversification as regards both in- 
dustries and equities therein. Obviously, this is the only 
practicable method for “spreading the risk.” With in- 
adequate diversification, unforeseeable shrinkage in value 
of one or two stocks over a period of time can be disas- 
trous. With adequate diversification, plus common 
sense selection, shrinkage in value of one or more hold- 
ings is likely in time to be offset by enhanced values of 
other holdings. The suggestions and opinions advanced 
henceforth in this article on common stock selection 
should be considered not alone by themselves, but in 
proper relation to your own “balance” as between safety 
first securities and equities and to prudent diversification 
of all securities below the safety first grade. 

More than anything else, common stock prices repre- 
sent an evaluation of prospective corporate earnings, plus 
the amount and continuity of dividends that may be 
expected to be distributed therefrom. In today’s stock 
market there is one emphatic consensus of investment 
opinion which has been arrived at over so lengthy a pe- 
riod of time that it can not be considered to be a fad or 
a passing fancy. It is this: stocks are priced partly on 
the basis of pre-war earnings characteristics, dividends, 
financial strength, corporate growth trend, etc.; partly 
on what investors calculate or assume the post-war 
sarnings potential should be—and least of all on 











war-time earning power, whether it be high or low. 

Of course, this explains low price-earnings ratios for 
outright “war stocks” with in-and-out or generally poor 
earnings records in the past and which in all probability 
will have poor results after the war ends; and it likewise 
explains what superficially seem to be high price-earn- 
ings ratios for various “peace stocks” which in war-time 
have reduced earnings, as compared with the pre-war 
average, but which presumably in the post-war period 
will have better earnings than now and, in time, possibly 
as good earnings as formerly. It likewise explains me- 
dium price-earnings ratios—not much out of line with 
the average prevailing ratios over, say, the years 1935- 
1939—for the minority of peace-or-war stocks. These 
are stocks of companies which for one reason or another 
are assured of large war-time sales volume, reasonably 
satisfactory earnings though in the great majority of 
cases less than average of the pre-war years—plus a rela- 
tively favorable post-war prospect. Examples are the 
leading automobile companies, auto accessories, tires, 
household electrical apparatus, office equipments, farm 
equipments and certain of the building materials manu- 
facturers. Certain other stocks qualify under this broad 
classification, although they might more accurately be 
called peace stocks with above average war-time status. 
Examples are motion pictures, whiskey distillers and cer- 
tain of the textiles. 

The writer does not quarrel with the current price of 


American Chicle, General Foods, American Tobaceo 
Sterling Products and the various other high grade 
“peace stocks” which have a pre-war record of relatiye 
stability in earnings and dividends, but sharply reduced 
earnings now and a sales prospect something less than 
dynamic. It is possible such issues made their lows “fo; 
the duration” in the forepart of this year. But the fact 
remains that companies of this type are “behind the 
8-ball”; and if the duration of the war should be pm. 
tracted, say three to five years, the adverse circumstances 
affecting most “peace stocks” certainly would not be 
alleviated and probably would become even more ad- 
verse than now. 


Post-War Considerations 


Furthermore, after the war ends, corporate taxes in all 
probability will for some years remain at a level sharply 
higher than pre-war, although under the war-time peak, 
This means that many companies could revert to “busi- 
ness as usual” after the war but not have enough of it to 
provide earnings, after taxes, at all comparable with 
their pre-war records. All investors are aware of the 
crucial importance of large volume today, in relation to 
the ability of any corporation to absorb huge taxes and 
yet retain substantial net income. But not so many in- 
vestors are alive to the fact that, because of continuing 
high taxes after the war, the question of sales volume 
will be only moderately less important than it is 
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Stocks Favored on the Basis of 
War-and-Peace Potentials 


Ratio of Current 


1935-1939 Price to Pre-War 
Average Earnings Average Earnings 

CUPMRIOP a 50:00600 c4 805s eee see's $9.35 6.2 
General Motors ............... 3.93 9.6 
Borg-Warner ...........2+-05- 2.51 10.3 
Electric Auto-Lite ............. 3.08 8.4 
Bohn Aluminum ................ 3.35 9.5 
ee ee a 2.52 13.1 
Holland Furnace .............. 2.45 10.2 
MINS hosp w-5:6-0:9 6406 e080 2.72 11.8 
Minneapolis-Honeywell ......... 3.34 12.9 
McGraw Electric .............. 2.06 7 
Lee Rubber ..................- 2.88 8.0 
National Cash Register ......... 1.51 waz 
Outboard Marine & Mfg.....(a) 2.85 8.4 
National Distillers ............. 3.68 6.8 
Underwood-Elliott-Fisher ....... 4.21 8.6 
ee gy) SE OO ee eee 6.14 7.0 
International Harvester ........ 4.04 11.8 
Campbell, Wyant .............. 1.63 9.2 
Doehler Die Casting ......... 2.33 9.9 
Food Machinery ............... 2.74 12.8 
Thompson Products ............ 2.68 8.9 
2 eee 3.11 7.4 
Firestone Tire ...............-- 2.29 7.9 
Kroger Grocery ................ 2.10 12.4 
Safeway Stores ............... 4.07 9.1 
ST OR. oo wives odie aaeeses 1.91 6.8 
Bower Roller Bearing .......... 3.03 9.9 

VOTO RTO onan ies eae bce ee cee 9.5 


(a) For years 1936-1939. 
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today. There is scant reason to assume that 
companies which have had stable volume in the 
past will become “growth” companies in the 
= future. Thus sub-normal earnings for erstwhile 
= “stable income” stocks probably will be with us 
for a very long time to come. 

It may be that this consideration is adequately 
discounted by prevailing prices of such stocks— 
though one can not be certain of it. And it is 
even more debatable whether it has been over- 
discounted. The distinction has meaning. Ifa 
stock has only discounted an adverse prospect, it 
merely stops going down. If adversity has been 
over-discounted—as it obviously was at least for 
the time being in April—rise is called for. 

What industries appear to have the best post- 
war volume and earnings prospects? In the 
writer’s opinion, they fall into two classes: (1) 
those characterized by a strong secular growth 
trend, of which air transport, plastics and chem- 
icals are outstanding examples; and (2) con- 
sumers’ durable goods industries within which 
war-time stoppage of output of normal lines will 
automatically build up a huge backlog of de- 
ferred consumer needs. In contrast, whether or 
not consumers economize on tobacco, or liquor, 
foods or any other type of “quick consumption 
goods,” no backlog of need is created. 

: The consumers’ durable goods industries are 
= unique in that: (1) they have huge war-goods 
= volume and an earnings potential comparing not 
unfavorably with the average of other war-active 
= industries; (2) normal, annual volume in “reg: 
= ular” lines will be restored to them after the war; 
(3) added to normal volume, and to be made up 
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over a period of perhaps three to five 
years—depending on the duration of the 
war and the resultant wearing out or 
obsolescence of consumers’ equipment 
now in use—will be the large accumu- 
lated demand that was deferred of ne- 
cessity during the war years. 

People today are saving—chiefly in 
war bonds—billions of the dollars they 
would normally be spending for durable 
goods. Over and above normal annual 
savings of the pre-war years, these added 
war-time savings—spendable at some 
time in the future—will amount to at 
last $6 or $7 billions a year—probably 
more if a compulsory savings program 
is adopted or if tax-offsets which en- 
courage savings are established. 

Should the war last three more. years 
after this year, that would mean that 
four years of production of consumers’ 
durable goods had been skipped—result- 
ing in acute shortage of serviceable 
equipment in hands of consumers, es- 
pecially equipment with a high rate of depreciation such 
asautomobiles. Should the war last five more years, as 
wme of the more pessimistic military experts believe 
likely, the shortage in consumers’ durable goods—a 
major part of which field has developed almost entirely 
since the World War I period—would be literally ter- 
fic. At the same time, the saved purchasing power 
available to consumers after three more years of war 
would considerably exceed 20 billion dollars; and after 
five years of war would certainly exceed 30 billion 
dollars. 


Iron Fireman 
Iron Fireman is a stock favored on the basis of its War-and-Peace potentials. 


Industry Prospects After the War 


On the face of it, it appears that all makers of con- 
sumers’ durable goods now stopped by war—again the 
automobile is the prize example—are assured of very 
large post-war volume; probably a volume far in excess 
of the average of the pre-war years 1935-1939. Thus, the 
equities of well-situated companies in industries of this 
type merit careful consideration for inclusion in invest- 
ment portfolios. 

Almost all industries, as would be expected under the 
pressures of mechanized total war, are undergoing im- 
portant changes in technical processes and operating 
methods. Many of the war-time innovations coopera- 
tively developed by our scientists and industrial tech- 
liians will make possible the production of better 
quality consumer goods at lower prices in the post-war 
world. 

The consumers’ durable goods industries have always 
been notable for aggressive development and commercial 
exploitation of innovations in materials, processes and 
operating methods. On the one hand, this fosters maxi- 
mum volume of sales. On the other hand, large sales 
Volume translates the benefit of technical progress into 
profits to a degree that can not be matched in static 
Volume industries. For example, railroad operating ef- 
fciency—already at a new high—will be increased fur- 
ther in this war period; but should rail traffic decline 





SEPTEMBER 5, 1942 





materially in the post-war period, no amount of operating 
efficiency would suffice to maintain earning power. 
While Government policy will discourage consumer 
spending during the war, it will be just the opposite when 
the war ends. This is nothing new. Throughout the 
New Deal period before the war, the No. 1 economic 
principle of the Government was ta facilitate the maxi- 
mum possible increase in the purchasing power of the 
masses. Under the conditions that will confront us after 
the war there will be—in this writer’s opinion—no prac- 
tical alternative to such a policy, regardless who may 
be President. In the business world the most direct bene- 
ficiaries of such a Federal policy are those directly serv- 
ing the mass consuming markets—the makers of capital 
goods getting the secondary and sometimes belated bene- 
fit. It is no accident that the period 1935-1939 resulted 
in excellent average profits—despite unionization and 
higher wages—for the leading automobile companies and 
all other efficient units in the field of consumers’ goods. 


Revolutionary Changes Inevitable 


As pointed out in a special article in our issue of 
August 22, the war period will speed revolutionary 
changes in our situation as regards both total supply of 
industrial raw materials and the competitive relation- 
ships of the various materials. Not only will there be 
increased producing capacity in the case of all the older 
metals; but a big increase in supply—at much lower 
prices—of the lightweight metals aluminum and magne- 
sium, also of plastics. At the same time new processes 
already perfected will make plywood increasingly com- 
petitive with metals. 

It may very well be that the prospect of long term 
growth of markets for plastics—as well as many other 
chemicals—and for plywood invites investment or specu- 
lative consideration to some of the equities in these fields. 
But makers of plastics are either small companies offer- 
ing scant attraction to conservative investors or com- 
panies so large and diversi- (Please turn to page 565) 
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| ee is one of the most talked about and least 
understood of all financial topics. It is usually assumed 
to mean currency inflation, and as such is typically Euro- 
pean, though we had it ourselves in the early days of the 
Republic, as indicated by the term “not worth a con- 
tinental.” Everyone is familiar with the wild post-war 
inflation in Germany, when trillions of marks were finally 
required to buy a postage stamp, and the whole system 
finally blew up. 

While inflation usually begins during war, it is more 
apt to grow faster in the post-war period, when patriotic 
appeals to buy Government bonds have less appeal, and 
war-time restrictions are eased due to political bargain- 
ing. Inflation has its roots in war, but its uncontrolled 
growth results from easing of war-time curbs. 

Inflation, whatever its form, usually hits the middle 
classes hardest, because it wipes out their 
“rainy day funds” in the form of insurance 
equities, savings bank deposits, checking ac- 
counts, etc. The poor suffer only temporarily, 
their purchasing power being reduced by higher 
prices. Wealthy individuals as a rule obtain 
better financial advice, diversify their holdings, 
and have other methods of protecting them- 
selves which are often lacking to middle class 
investors. 

How can the average investor “hedge” 
against inflation in the next few years? As in- 
dicated in our previous articles and editorials, 
we do not anticipate any severe currency infla- 
tion in this country, because of the firm grip 
on the financial machinery held by Washing- 
ton. The control of the nation’s banking ma- 
chinery—through which inflation normally 
operates—has thus far proved reasonably effec- 
tive, as indicated by continued low money rates 
and low interest on Federal bonds despite the 
rapid increase in the Federal debt. While Mr. 
Henderson has been handicapped in his com- 
modity price regulation by lack of effective ceil- 
ings on farm prices and wages (due to congres- 
sional and Administration policies) he has done 
a good job thus far. However, for those who 
fear that a runaway Federal debt—possibly 
$200 billion before the end of the war—will in 
the end upset our national economy, we are 
glad to offer suggestions for possible hedges. 

Much has been written from time to time 
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Your Best Hedges 
Against Inflation 


BY J.S. WILLIAMS 


about inflation hedges, but the basic principles are simple. 
Among the various methods resorted to are the fol- 
lowing: 


(1) 
(2) 
(3) 
(4) 
(5) 
(6) 
(7) 
(8) 
(9) 
(10) 


Gold money or bullion 

Paper money 

Bank deposits 

Real estate 

Commodities (speculative) 

Usable personal property 

Diamonds, antiques, rarities, etc. 
Government or other high grade bonds 
High grade common stocks 

“Leverage” common stocks, warrants, etc. 


Taking these up in order: 
(1) The hoarding of gold has been illegal since 1933. 
The Government is the only legal hoarder, and it may 
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| 
some day have to dig up its 22 billion dollars of yellow 
metal secreted in Kentucky vaults, and use it as cur- 
rency to back our 12 billions of paper currency and our 
bank deposits of around 75 billions. 

(2) Some hoarding of our paper money has already 
occurred, particularly in Cuba, it is said; the increase in 
issue of large denominations is attributed to storage in 
bank vaults, etc. However, this is obviously a poor way 
to protect against inflation of any kind, because if paper 
money depreciates due to lost confidence, there is obvi- 
ously no protection in holding it; while it affords only 
partial protection against inflation in other fields. How- 
ever, much hoarding of currency may be due to fear of 
Government seizure of savings for conversion into war 
bonds, as has probably occurred in Germany. 

(3) Hoarding of funds in commercial banks is the 
same as hoarding money, so far as the owner is con- 
cerned, though it is a more justifiable method from the 
standpoint of national economy, since the money remains 
“in circulation.” With the strengthening of the banking 
system since 1933 it is about as safe as hoarding money 
itself. 

(4) Hedging by purchasing real estate is a big subject. 
hard to analyze briefly. Buyers of German real estate 
discovered that mounting taxes and rent “ceilings” 
destroyed much of the benefits obtained by this hedge. 
Of course, if currency inflation goes to extremes and 
heavily mortgaged properties can be cleared of debt, 
something may be gained. Hugo Stinnes made a tempo- 
rary fortune by buying odds and ends of properties in 
Germany during the inflation period, but later most of 
these values disappeared and his company’s bonds now 
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sell in our market around 15. Many city people buy 
farms but few are able to make any money at this highly 
competitive game; it is a low-profit-margin industry 
except in war time, as available statistics clearly indicate. 
City real estate may prove a successful hedge, but re- 
quires expert advice and careful supervision. One diffi- 
culty is the lack of diversification for the average in- 
vestor, who is forced to put his money into a single prop- 
erty subject to local as well as national vicissitudes. Taxes 
and labor problems, changing business trends and popula- 
tion, ete., are apt to prove a headache. 


Commodities Uncertain Inflation Hedges 


(5) Commodities would be an ideal hedge if they 
could be properly diversified. A good deal of money has 
been made in the last year or so in commodity trading, 
but “the cream is off” and even Secretary Willard is now 
opposed te 110% parity for farm prices. It is difficult 
to store commodities for the length of time necessary to 
carry them through the inflation period; many of them 
are spoilable, others are subject to Government restric- 
tions, ceilings, etc. 

(6) Of course there are many small hoarders at pres- 
ent of usable commodities not yet rationed, such as shoes, 
clothing, etc. Department stores have stocked up 
heavily, anticipating a future shortage, but hoarding of 
personal essentials is either unpatriotic or impracticable 
as an inflation hedge. 

(7) Hoarding of diamonds is a favorite practice in the 
theatrical profession to protect against hard times; Euro- 
pean refugees use it as a means of transferring wealth; 
others use it as a form of inflation hedge. 
Heavy purchases of paintings, first editions, 
antiques, silver and even stamps have been 
reported from time to time in Europe; there 
apparently has not been much of this here 
yet, judging from the slowness with which 
the Hearst collection is being disposed of by 
Gimbel’s. Such hoarding is of course imprac- 
ticable for the average person, and of dubi- 
ous value for the wealthy individual—except 
where collecting is a profession rather than a 
mere means of hoarding. 

(8) Buying of Government bonds is high- 
ly laudable and patriotic at this time, but 
can hardly be advocated as a hedge against 
inflation; for if uncontrolled currency infla- 
tion occurs this may well affect the value of 
Government bonds, judging from past his- 
tory, since the natural effect would be to 
undermine both Government and_ bank 
credit. We do not expect such inflation, but 
if it comes the bonds will hardly prove a 
refuge, though eventually they might emerge 
with greater value than some other forms of 
property. 

(9) High grade common stocks are the 
usual inflation hedge, because it is possible 
even for the small investor to buy a stake in 
real estate and other property which is well 
diversified as to the location and the nature 
of the business. Moreover, in buying stocks 
one is buying (Please turn to page 565) 
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the recent outburst of warnings from National Selective 
Service Headquarters might indicate. Some married 
registrants are now being, will continue to be, con- 
scripted. But there’s to be no wholesale induction of 
men with wives. Real intent behind those dire predic- 





Washington Sees: 


Administration men are glum over the elections 
outlook. 


They think important Republican gains are in 
sight. Democratic gumshoers bring into Wash- 
ington only tales of woe—reports of dissatisfac- 
tion with how the war is being directed. 


Our losses in ships and men, the rubber con- 
fusion, draft discrimination, labor uprisings—all 
are being translated into resentment against the 
White House and the "ins." That means many 
of the "ins" will be out after November, the 
President's prestige will be impaired, his power 
over Congress whittled down. There's a possi- 
bility control of the House may shift from 
Democrats to Republicans. 


Democratic ward heelers and reformers are 
more perturbed than the President himself. 
Plain fact is that the elections can have little 
direct bearing on actual conduct of the war 
the next two years. Already Roosevelt has ade- 
quate war powers. He has enough money to 
finance the war through 1945. He'll remain 
commander-in-chief. 


But the President's spade men fear Republican 
gains at the polls because they well know it 
could have vital repercussions on the domestic 
economy, could minimize economic and social 
reforms in the guise of war effort, could strait- 
jacket New Dealers. 
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Married men won't be drafted in any such number as 





Seekesee 












ie 





tions from national headquarters is to scare husbands 
and fathers, to pyramid pressure for lowering the draft 
age to 18 years. It will succeed. 


General sales tax isn’t yet on ice. There remains a 
chance the Senate may write it into the revenue bill. If 
postponed this year, adoption in 1943 is inevitable. 


Machinery shortages, long a W P B headache, will be 
substantially filled as a result of the inventory of all 
second-hand machinery for sale, except machine tools, 
which is being made by OPA for price purposes. 


War bond sale through payroll allotment plan con- 
tinues a failure. Of the 30,000,000 wage earners, only 
about 18,000,000 are participating in the plan. Further- 
more, participating workers are dedicating only six per 
cent of their pay to bonds instead of the 10 per cent 
demanded by the Treasury. This is just another sign- 
post pointing toward compulsory bond buying. 


Commercial banks, already loaded with billions of Gov- 
ernment securities, are to be asked to step up their pur- 
chases with billions more. Despite inflationary implica- 
tions, standard 1 to 10 ratio of capital to assets would 
be relaxed. 


New York is considering opening an outpost in Wash- 
ington to snag war contracts for distressed industry in 
the state. Connecticut placed such a scheme in opera- 
tion last spring and it’s working so efficaciously that New 
York’s governor sent down a snooper to scout the thing. 


Canned food crisis is approaching and has O P A wor- 
ried. Crops are being canned but are piling up in ware- 
houses. Food chains are resisting price ceilings by 
declining to buy from the canners. The chains’ profit 
margin is so small they can’t pay the higher asking prices 
of canners and re-sell at last March ceilings without go- 
ing into the red. That means a subsidy or more punc- 
tured ceilings. 
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Don't expect Donald Nelson to get tough. It's not his nature. 
When he inherited the old OPM Nelson disputed the need of any purge. He 
remains convinced that by and large WPB personnel is OK, is qualified to 
officer the production drive. He likes his dollar-a-year men, trusts 
them, has no intention of tossing them into discard. It's Nelson's lack 
of toughness which gives impetus to efforts by the military to seize 
control of the nation's economy. 





You can be sure the issue of whether Nelson or the military is 
to dictate the distribution of raw materials hasn't yet been séttled by 
a long shot. 











Present WPB materials program is balancing military against 
civilian needs but watch for a sharp tipping of the scales in favor of 
the armed services. Planning is headed toward all-out for the military, 
civilians to take what's left. Opposition is strong in high quarters 
giving the military complete control. 











New Dealers in government are seeking a subsidy plan but by some 
other name. Latest talked of scheme is for "pooling" or "concentration" 
of facilities. Rents and fixed charges on closed establishments would be 
paid part by the business remaining in operation and part by the govern- 
ment. The formula is proposed only for wholesale and retail distributing 
establishments, but once put over it could easily be extended to manufac- 
turers and the producers of goods and services. Thus the subsidy system, 
disliked by Congress, would be full-fledged. Odds are against it. 














Removal of the 110% of parity floor under farm prices is in 
sight. Don't look for it before elections. The farm bloc can easily stall 
action until the votes have been tallied. But it's a safe wager the new 
Congress which organizes in January will kick this inflationary prop from 
beneath the cost of living. 





Propaganda activities of the government via shortwave are 
proving a flop. Spot checks show people in Axis-dominated countries just 
aren't listening. Government intends to buy more time on the air, jazz up 
programs, add authenticity. 








Thousands of untrained OPA inspectors are shortly to be turned 
loose on retailers the country over. Trouble is inevitable. OPA ring- 
masters admit they know nothing about checking goods on retailers shelves. 
They sought counsel from the Food and Drug Administration, ran into a 
dungeon of professed ignorance. So the inspection cops are being told to 
go get offenders without regard to technique or precedent. 








Atlantic coast convoys are sharply reducing the effectiveness of 
enemy U-boats. For the first time in months we're turning out ships 
faster than we lose them. 











One-third of the important industrial labor centers is suffer- 
ing an acute shortage of male workers and more areas are due to feel the 
same pinch. Layoffs are occurring in the shortage areas because of tem- 
porary production stoppages. Nonetheless, there will be no transfer of 
laid off workers to other shortage centers. They will be kept where they 
are and return to work as soon as production difficulties are ironed out. 











You_are to see fewer feature length pictures and to wait longer 
for them to reach your local movie houses. WPB film freeze order 
requiring producers and other users to report stocks of unexposed film on 
hand is the prelude to severe rationing of film to producers. Producers 
will conserve by cutting retakes but not nearly enough to compensate for 

















cut in supply. Rationing wil] force (1) fewer features, (2) fewer prints, 
and (3) longer periods for new films to reach second and third run theaters. 
Newssreels, because of their propaganda and morale value, will enjoy 

' high priority. 


OPA is trying to figure out some way of blasting loose used 
tires being withheld from the market by dealers because of low OPA 


ceilings. Hardest hit by these created local scarcities of second-hand 
rubber are used car dealers who have been accustomed to replace worn out / 
tires with those from the second-hand market. Today, a car is no better 
than its rubber. ‘ 
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Congressmen—at least many of 'em—have learned how to avoid 
embarrassing the military. They let the Army and Navy write their 
speeches. War and Navy Departments have both commissioned public relations 
officers who do nothing but grind out flag-waving talks for the lawmakers. 








Virtual completion of the plant expansion program doesn't end 
the machine tool bottleneck. Machine tool and die situation in prime 
contracting plants will not be eased so long as production step-ups 
continue. Not only must new tools and dies be made for new work but 
replacements must be had for those in current use because wear on these is 
heavy. 








No consumer rationing of meats is planned now, but rationing to 
retail markets is inevitable. You'll get meat but not always what you 
want. You'll take lamb instead of beef, pork instead of veal. 








Government departments are cracking down on newspapermen. 


They're marking their reports "secret" or "confidential". That makes 
publication a punishable offense. Washington newsmen usually have con- 
tacts willing to show them such reports and it used to be easy to work 
some of this informative dope into general stories attributed to reliable 
sources. Now reporters can't handle such inside stuff without risking 
their necks. 





Matter of draft vs. enlistment is coming to a head. Selective 
Service has long wanted complete responsibility of placing men in the 
armed services, and stands good chance of getting it. Army favors it. 
Navy and Marines are getting the cream of the volunteer crop. 





Don't expect any help from Selective Service headquarters in 
getting your key workers deferred. Washington draft officials are urging 


companies engaged in war industries to go to bat for their key workers 
but is practically powerless to help them. The local draft boards say 
yes or no and they're not worrying themselves about the 7,000,000 addi- 
tional workers needed in war industries before January 1. 








Attention Elmer Davis, war information boss who has vowed to 
save taxpayers money by curtailing press releases. Under your very nose 
the War Department is distributing a release informing the world that 
"Mary had a little lamb and liked it.”. The opus continues by explaining 
that our fighting men like lamb, too, and unveils for American housewives 
army recipes for cooking the woolie. Where's Elmer? 
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We are entering a period of hard-boiled realism all down the 
line in the war effort. Washington's semi-complacency of early summer has 
been rudely shattered by the materials squeeze and the lagging war pro- 
duction schedules is expected to be successful, at least in large measure. 
Non-military use of key materials will be further cut by stiffer 
definition of word "essential." Large cut in electric power expansion 
projects is just one example. ~Plan to reduce farm equipment output is 
another. What civilian industries could be more essential than these? 






































No war production is high enough—until it is enough to assure 
our victory in this war. But don't lose perspective. Curtailments due 
to lack of materials have been few and temporary. War production is not 
declining but increasing each month. True, it is moderately short of what 
had been scheduled for this time and that is the "lag" over which there 
is so much concern. But there wasn’t really an over-all schedule in any 
engineering sense. The President simply ¢alled for 60,000 planes this 
year, 8,000,000 tons of merchant ships and so on—all in round figures. 
The demands seemed fantastic at the time. It was conceded by most observers 
that to come anywhere near attaining them this year would be amiracle. Ye 
Yet they will either be attained or missed by only a relatively small 
margin. 








Emphasis on certain types of defensive weapons is being delib- 
erately scaled down for the present. Object is to step up output of 
offensive weapons. This amounts to a practical revision of the original 
rough "schedules." Merchant and naval ships, bombers (and probably tanks) 
are likely to top the initial program for the year. 








Movement to concentrate civilian production in a small number 
of plants will develop slowly and is unlikely ever to be applied as 
broadly as has been done in England. Idea is to conserve materials, labor 
and facilities. Plan is already operative in typewriter and stove indus- 
tries. But so far as civilians are concerned these industries today are 
just about an unessential as the automobile or the refrigerator or radio 
industries. In-other words, there wasn't going to be any significant | 
production for civilians anyway. The choice was complete stoppage or 
concentration of a tiny trickle of production. (Try to buy a typewriter 
today!) There is a world of difference between this and concentration in 
the big volume civilian industries such as clothing, shoes, food, 
pharmaceuticals, tobacco, movies, etc. WPB has made a very small start on 
concentration where it is easiest. 








The officials who have viewed inflation with such alarm 
continue to be confounded by the increasing thriftiness of the consuming 
public. Department of Commerce figures for the first half-year indicate 
that savings of the people for 1942, including debt curtailment and 
insurance, will approximate $25 billions, an increase of more than 100 
per cent over last year, although total income will be up possibly 20 per 
cent over last year. Demand for general merchandise, at least currently, 
has flattened out at a level roughly half-way between high of last March 
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and low of June. Certainly there is no buying orgy. Are merchants so. 
inflation-minded when they are currently striving—in most cities—to 


clear heavy stocks of goods through cut-price sales? 


Speaking of inflation, there is no shortage of furniture except 
that made of metal. Here is semi-durable stuff into which, theoretically, 
inflated consumer income ought to be going at a great rate. But it isn't. 
Recent markets are characterized by the trade as "uniformly sluggish and 
disappointing." New orders received by manufacturers in July were 27 
per cent lower than a year ago. 

















In relation to total indicated savings, sales of war bonds seem 
surprisingly low. But there are several commonsense explanations. (1) 
first consideration of many people, especially workers and farmers with 
Sizable increases in cash income, is to get out of debt; (2) uncertainty 
as to how high personal income tax rates will be deters a great many 
people, especially in the middle-class income brackets, from committing 
themselves to a regular program of war-bond purchases; (3) official warn- 
ings of the probability of establishing a compulsory war-bond savings 
program after the elections or next year have the same deterring effect. 








There could be no conclusive test of the possibilities of volun- 
tary purchases of war bonds unless the Government adopted a fixed 
schedule of personal income taxes for the duration and committed itself 
flatly and formally against any compulsory savings program. On any other 
basis the people simply cannot plan ahead on their family budgets and those 
with any sense of financial responsibility will remain cautious as to all 
important commitments, including war bond buying. 











Under the tentative decision of the Senate Finance Committee, the 
lowest bracket income tax payers will be called on to hand over nearly 
one-quarter of their taxable incomes to the Government. It will be much 








more than that for most middle class families. Suppose, in addition, a 10 


per cent compulsory war bond buying program should be imposed. That would 
mean, for the majority of taxpayers, first claim by the Government on from 
54 to 50 per cent taxable income. With these probabilities and possibili- 
ties under active contemplation, is it any wonder that Mr. Morgenthau is 
not selling as many war bonds as he would like —or that buyers are not 
exactly swamping the stores? Under such a program many people could not 
meet their essential living needs, honor their debts, pay their real estate 
taxes, carry on their insurance or complete the higher education of their 
children. To the millions of people whose incomes either have been low- 
ered by the war-economy dislocations or at best have remained static, 
"inflation control" begins to look like a financial disaster—not with- 
out current anticipatory effect on their spending habits. 








The President's assertion that we must have wage stabilization 
and farm price stabilization is wholly correct. But it is a tacit 
admission that the War Labor Board was talking through its hat not so long 
ago when it proclaimed that its curious formula in the "Little Steel" grant 
of higher wages brought wage stabilization into.sight. From preliminary 
indications, the President's coming anti-inflation move looks like just 
the establishment of another super-board, composed of the same old faces. 
The AFL and CIO demand that wages matters be left entirely to the War 
Labor Board. Why wouldn't they? Under this Board wages go merrily on up. 
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Secutly 


a the interest of safeguarding accumulated capital and 
maintaining a satisfactorily dependable income from se- 
curity investments, it has always been advisable for in- 
vestors to re-appraise their holdings periodically. It 
should scarcely be necessary to emphasize that this is 
even more essential now, under the radical and numerous 
industrial changes in a war economy. 

It is to meet exactly this need that THe MaGazine oF 
Wat Street, as for many years past, presents its Se- 
curity Appraisals and Dividend Forecasts at six-month 
intervals. Our subscribers in the aggregate hold secur- 
ities of hundreds of different corporations. Extensive 
analysis would permit coverage of too few to be ade- 
quately useful. Hence our effort on following pages is to 
present the most pertinent information and ratings, on 
the maximum possible number of companies, as concisely 
as possible for the convenience of our readers. 

Under the pending tax program, the most influential 
single factor bearing upon prospective corporate earning 
power is the company’s “tax credit.” Hence, this is in- 
cluded in all individual company tabulations on following 
pages, where possible. Where for special reasons its ac- 
curate calculation is impossible, we omit it. The credits 
are figured on basis of 45 per cent normal and surtax. 














Di 
and Outlook and Ratings for Individual Food, Aviation, 


Motion Picture, 


Motor and Motor Accessory 
Companies 


In addition we include a general tax rating, as follows: 
a.—‘‘Should be able to absorb higher taxes without undue 
difficulty”; b—‘‘Not likely t6 be subject to heavy excess 
profits taxes”; c.—‘“Higher taxes will probably reduce 
earnings”; d— ‘Higher taxes threaten current dividend 
rate”; e-—“Higher taxes may preclude larger dividends.” 

The key to our regular ratings of investment-market 
quality and current earnings trends—last column in the 
tables, preceding comment—is as follows: A—High 
Grade investment quality; B—Good; C—Medium Grade; 
D—Marginal; E—Low Grade; while the accompanying 
numerals denote current earnings trends thus: 1—Up- 
ward; 2—Steady; 3—Downward. For example, Al 
denotes a high grade investment equity with an upward 
current earnings trend, D3 a marginal issue with a down- 
ward earnings trend. 

Selected issues which are recommended for safe in- 
come are denoted with a star symbol preceding com- 
pany’s name; issues favored for appreciation are marked 
with a dagger; and issues which we think promising for 
both income and appreciation are marked with an as- 
terisk. Timing of purchases for appreciation should, of 
course, accord with our general trend advice given in our 
regular market analysis in the forepart of each issue. 


























THE Amazing 
FOOD INDUSTRY | 





PART I. 





REVOLUTIONARY SCIENTIFIC CHANGES 





PART Il. 








INVESTMENT STATUS OF THE INDUSTRY 


Ue 








re was, and is, mankind’s first pursuit on this globe. 
It has thousands of years of commercial history behind 
it. Mainly since the start of this Twentieth Century, 
food has become an “industry” in the sense that its proc- 
essing and distribution have given rise to numerous 
very large and successful corporate enterprises—but 
more so than in any other other economic activity, the 
number of individual enterprisers is still legion. Except- 
ing perhaps in meat packing, none—from the smallest 
farmer to the biggest processor or retail distributor— 
serves more than a very small part of the total food 
market. 

The most startling fact about this oldest of “indus- 
tries” is that the scientific innovations of the past 
decade, plus those now taking shape for the next decade, 
will foot up within a single generation to a more dynamic 
and significant “technological revolution” than all pre- 
ceding changes in the entire history of foods. 

That is an arresting statement but not an exaggera- 
tion nor a flight of writer’s fantasy. It is well-founded. 
Therefore, it inevitably follows that some of these tech- 
nical innovations in foods will significantly affect—for 
the better—not only our way of life here in America but 
also that of countless millions of people all over the 
world—besides putting a radically new light right now 
on the problem of feeding our food-short war allies and 
our armies in distant, trans-ocean lands. 

Have a look at dehydrated foods. Here is a “war 
baby” extraordinary. Excepting in application to meats, 
the technique is not really new. What is new is its sud- 
den, mushrooming commercialization, born of grim 
necessity. In our huge trans-ocean shipments of war 
supplies, foods must take precedence even over arms, 
especially in supplying England. But cargo space on 
the ships is precious and _ terribly—critically—scarce. 
Dehydrated foods provide an amazingly effective solu- 
tion for this problem. 

By dehydration—taking out the water—weight and 
bulk of the foods are tremendously decreased; all food 
values, including minerals and vitamins, are retained. 
For example, 27 million pounds of potatoes for England 
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or our troops in Australia become only 3 million pounds 
of dehydrated potatoes. The saving in bulk approxi- 
mates 500,000 cubic feet of cargo space. That equals 
the total cargo space of two average size ships. 

In all dehydrated foods—including a wide variety of 
vegetables, fruits, eggs, milk and all meats except pork— 
the reduction in bulk, and needed cargo space, is simi- 
larly enormous. Pork can not be dehydrated under 
any method now known because the fatty content is so 
great that rancidness can not be avoided. Effective 
methods for dehydration of beef and lamb have only 
recently been developed. A modified dehydrating tech- 
nique is applicable to butter. Both water and curd are 
removed, leaving a non-spoilable “butter oil.” It be- 
comes butter again with addition of skim milk and 
salt. Suppose—in tropics or desert or other remote 
place—you can’t get skim milk. Well, dehydrated milk, 
with mere water added, will answer that. 


A Dehydrated Meal 


A dehydrated meal spread before you would look 
something like this: One small red leaf, about the size of 
a rose petal (a tomato); a little mound of gray powder 
(roast beef hash or the makings of a meat loaf); a bit 
of greenish paste (green peas); ten or twelve shredded 
strings (potatoes); a glass containing half a teaspoon 
of white powder (milk). 

You, of course, don’t eat the dehydrated foods as 
such—though it could be done in a pinch if you were in 
a great hurry for nutrients. Un-dehydrating foods takes 
a minimum of preparation; and such foods leave con- 
siderable scope to the imagination and artistry of cook 
or menu maker. 

Dehydrating food plants have sprung up by the hun- 
dreds—and under the urging and cooperation of the 
Government the number is steadily increasing. Since 
the taste quality of dehydrated foods closely approxi- 
mates that of canned foods, it seems probable that they 
will carve out for themselves a rather large and perma- 
nent place in the food traffic of the world. Certainly 
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Courtesy of General Foods 





they will loom large in any scheme for the post-war 
feeding the destitute millions in Europe and Asia. 
sibly they will compete in important measure in the 
regular commercial food traffic—domestic and interna- 
tional—since great reduction in transportation costs, 
whatever the type of transport, 
price advantage over canned foods. Major reduction in 
the weight and bulk of foods would fit perfectly into the 
coming age of air transport. 

To take maximum advantage of the seasonal bounties 
of nature or of an unusually big bag of game, mankind 
from time immemorial has sought to preserve foods by 
any means that could be devised. The primary object 


Pos- 


would give them a 


was non-spoilage. In this search canned foods repre- 
sented a tremendous achievement. But we moderns— 
or at least a great many millions of us—are increasingly 
finicky in our taste. We want our vegetables and fruits 
to taste as fresh and delicious as if they had been picked 
only a couple of hours ago; our sea trout to taste as if 
it had been pulled out of the ocean not later than yester- 
day afternoon; our beef steak to taste exactly like a 
choice cut carved by the local butcher; our fried 
chicken to taste like the finest fried chicken ought to 
taste. 


The Latest in Frozen Foods 


And here is where modern frozen foods come into the 
picture in a big and rapidly increasing way. Not cold 
storage foods, of course. Foods preservable more or less 
indefinitely—with full original flavor completely intact 
in most cases—by means of the fast, sub-freezing tech- 
nique. Most of you are familiar with these frozen foods 
through retail purchase only. General Foods pioneered 
commercialization of them and is by far the largest and 
most successful supplier of them, but has no lack of 
competitors. 

Some of you may be familiar with the second phase of 


‘the development of frozen foods. This is the “locker” 


system. A local enterpriser, perhaps an ice plant or a 
brewery, is the backbone of it. He has the sub-freez- 
ing equipment and will provide the customer with a 
storage locker on a rental basis. You can buy meat, fish 
or fowl in larger than usual retail quantities at a saving 
in price. Meal-size portions of such are sub-frozen, 
individually wrapped in cellophane or special papers 
and stored in your locker. Choice vegetables or fruits 
may be bought in quantity at lowest seasonal prices. 
Steamed briefly to quite simple specifications—prefer- 
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mated er Earned Estimated — Investment 
Tax Tax Share Latest Year 1942 Net Market 
Company Credit Rating 1941 Interim Ago Per Share Date Rating COMMENT 
American Crystal Sugar. 1.70 b& Mr2.17 Mr2.94(12) 1.50 D-2 Removal of beet sugar acreage restrictions aids sales prospects for 
current fiscal year. Beet sugar price ceilings are higher. Taxes 
may affect year's results. Recent dividend basis may be continued. 
Amer. Sugar Refining.. 1.85 b 1.71 NF NF 1.50-2.00 2.00 C-2 Domestic beet and Cuban cane properties may be more profitable 
this year, but lower refining operations are i ee Another 
A dividend is before year-en 
Armour (Ill.).......... 1.10 ¢ Oct.95 NF NF 1.50-1.75 None D-2 Sales outlook aided by larger marketings of livestock. Price ad- 
justments on livestock may subsequently benefit profit margins. 
ep d arrears p payments on common. 
*Beatrice Creamery.... 3.15 b Fe3.19 Fe3.70(12) 1.75 C-2 Stimulated by Government d sales ion is f 
for current fiscal year. Price Suma generally satisfactory, Strong 
enable continued st common dividends. 
*Beech-Nut Packing... 3.80 c 6.19 2.92(6) 3.57(6) 4.50-5.00 4.25 B-3 Raw materials restrictions seen as det t to ti 
future months. rea ¢ are strong, however, and regular ae 
—— is may be —_ 
INN 5 acrcce: saat 1.12 c 1.88 0.77(6) 0.80(6) 1.00-1.25 0.90 Cc-3 t demand favors sales ad- 
vances, oe Maher t .S = doubtless reduce 1942 profits. 
Excellent current position makes possible dividends probably 
equalling 1941 totals. 
Galifornia Packing... .. 1.64 b&b Fe2.64 Fe4.19(12) 1.125 C-2 Larger domestic fruit and vegetable packs will be offset by drop in 
salmon and pineapple packs. Prices averaging somewhat higher, 
Usual common dividends — 
Cent. Aguirre Assoc... § b& JI2.04 NF NF 1.75-2.00 1.75 C-2 Considerable increase ducti M 
. ; os output to United States tars ey. ethos shortage. Re a 
ividends, plus further small extra payment, are pro! 
Continental Baking..... 0.90 b 0.27 0.28(6) do.38(6) 0.25-0.50 None D-2 ae bread dense on but lower cake output (latter affected by sugar 
3), d for 1942, Net commen dividends in prospect. 
‘Com Products Refining 1.90 b 3.38 1.30(6) 1.59(6) 2.00-2.50 2.25 B-2 = Rationing as sugar is increasin: nda n sugar and corn 
starches, with latter ai og td, To pe = poe out es needs. Pro- 
duction rise of 10% above a Ag ear's peak output anticipated. 
Rc gular commcn dividends should be maintained. 
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Position of Leading Food Stocks—Continued 
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Cream of Wheat....... 1.30 
Bes 


b 


1.76 0.61(6) 


0.72(6) 


1.25-1.50 1.20 


C-2 


Enlarged consumer income and strong trade position should aid in 
maintaining high sales levels. Present profit margins are satisfac. 
tory. Usual payments on common stock anticipated. 





Cuban-Amer. Sugar... § 


b 


Se1.02 NF 


NF 


0.75-1.00 0.25 


D-2 


Sales prospects are benefited by removal of United States quotas 
on Cuban sugar production, all of which has been purchased by 
our Government. Further 1942 common dividend 











— Packing....... 


b 


Oc6.58 NF 





Fajardo Sugar......... § 


b 


J13.24 NF 


NF 


ee 


4.75-5.00 


Net sales probably higher in current fiscal year. Livestock price 
adjustments should — future profit margins. Preferred arrears 
bar early id dividends. 








 2.50-2.75 


Price 


1942 sugar output aa more than 30% above 1941, 4 
vi- 


situation improved. Earnings outlook fairly satisfactory. 
dends are ted to equal last year's total. 








om 


Francisco Sugar... .... 


b 


Fe0.65 NF 


NF 





General Baking. ...... 


0.31 0.29(6) 


0.03(6) 


Large 1942 Cuban sugar crop and een pone prices seen as | aid to 
company's sales prospects. Past rec 
cash position makes dividends unlikely in early future. 








-0.40-0.50 


Cakes sales may be affected by retioning of sugar, but over-all de- 
mand should be well sustained. Higher earnings indicated io: 
1942. Additional common dividends at current rate are probable 





*General Foods....... 


1.01(6) 


1.37(6) 


1.75-2.00 


Enlarging demand for this company’s numerous lines for both 

military and civilian consumption is foreseen. “Frozen foods" 

outlook propitious. Financial status is excellent, and further 
on at prevailing rate are anticipat 








*General Mills....... 3.90 


b 


My6.23 My6.06(12) 


Further sales growth is probable for the current fiscal year. How. 
gver. cage ceilings ‘may cad restrictive effect on profit margins, 
egular 








*Great Western Sugar.. 2.15 


b 


Fe1.38 Fe2.35(12) 


1.50 


Material expansion in output s seen as sequel to removal of beet 
acreage restrictions. Profit ma apes should be aided by higher 
prices. Usual dividend anticipated. 








Guantanamo Sugar... . . § 


$e0.38 NF 


NF 


0.25-0.30 None 


Position improved by poe dependence of United States upon 
Cuba for sugar. Fiscal year joutput may be 60% over last year, 
Large p d arrears p payments, 








Hecker Products...... 


c 


Je0.71 0.46(3-9) 


0.43(3-9) 0.50-0.75 


0.15 


Sustained demand expected for y's various items, many in 
the non-food" line. Increased costs may affect returns from price- 
fixed lines. Dividends may be resumed during present fiscal year, 








Hershey Chocolate... . 


6.82 2.53(6) 


4.27(6) 


4.75-5.00 2.25 


Sugar and cocoa restrictions are affecting all sales except those to 
the Government, latter being exempt from quotas. Indications are 
that normal common payments will be maintained. 





International Salt... .. . 


3.76 1.02(6) 


1.70(6) 


1.75-2.00 1.50 


Large salt demand for use in caustic soda and chlorine seen as aid 
to — volume. Year's dividends will be considerably under 1941 
totals. 





Libby, McNeill & Libby 0.50 


Fe0.37 Fe0.93(12) 


0.45 


Military and lend-lease requirements will result in over-all sales 
increase for current fiscal | Year, amie vig in salmon and pine- 
apple packs. Further d this year are 
uncertain. 








Loose-Wiles.......... 1.70 


1.98  1.25(6) 


1.21(6) 


2.00-2.25 0.75 


tal oi 


Go d should offset inimical effects of sugar ra- 
tioning on normal sales, but profit margins may be smaller. Divi- 
dends will probably be maintained at prevailing rate. 








John Morrell & Co.... 3.20 


Nv4.38 NF 


NF 


3.50-3.75 


Sales in principal lines should continue at high levels, aided by 
Government purchases. Meat price ceilings will prevent enlarge- 
ment of profit margins. Usual regular dividends expected. 





* National Biscuit Co... 1.40 


1.43 0.58(6) 


0.70(6) 


1.00-1.25 1.10 


Military requi t ted to sustain demand for company's 
various products over coming months, though sugar rationing will 
have some effect on normal sales. romerene financial position 
enables further payments on stock this year. 











* National Dairy Products 0.90 


1.97 0.87(6) 


0.90(6) 


1.50-1.75 0.60 


Higher consumer income and expanding Federal needs should 
sustain jeles at peak levels for indefinite future. Price situation is 
ble. Usual dividends indicated. 











National Sugar Refining 2.00 


2.51 NF 


NF 


1.75-2.00 None 


i a of raw sugar supplies has closed one refinery for the 
duration. Lower sales consequently seen for 1942. Resumption 
of dividends is not anticipated for near future. 





Penick & Ford........ 3.70 


4.33 1.67(6) 


1.95(6) 


3.25-3.50 2.25 


Demand for company's corn sugars and syrups should increase as a 
sequel to sugar rationing. Larger industrial sales of starch also 
aa Distributions on not expected to reach 1941 
‘otals. 








3.39 1.21(6) 


1.55(6) 


2.00-2.50 0.75 


Continuing substantial demand expected for company’s products. 
Preferred — sold in April, 1942, to retire bank loans. No 
dividend rate is indicated. 











My1.48 My1.89(12) 


1.00 


Plant eens and sm — feature of ‘recent operations, 
Taxes may overco! d sales. Regular 
gividends should ey continued. 








1.85 1.10(7) 


0.89(7) 


1.50-1.75 0.75 


jar rati rted to have tively little effect on 
po total of which has been expanding, Cash position unusually 
strong. Common payments may approximate 1941 disbursements. 








4.28 NF 


NF 





So, Porto Rico Sugar. . . § 


Se0.27d NF 


NF 


3.25-3.75 


Cane and foreign sales aided by enhanced consumer demand 
and by lease-lend orders. Competition temporarily less serious 
factor, Usual distribution on stock is anticipated. 








1.75 


Ample United States market believed available for all of company's 
production. Puerto | crop prices higher. Finances are strong, 
permitting p urther dividends before y: , 











Standard Brands....... 


0.54 0.19(6) 


0.3116) 


0.25-0.40 0.10 


of im- 
Pay- 





Moderate over-all mi ains expected, despite shortag 
ported raw materials, 1849 net may be somavhet lower. 
ments may be restored on common stock before end of 1942. 





ey eee ere tee 


Oc3.01 NF 


NF 


2.75-3.00 1.50 


Estadlishment of meat price ceilings may cause nS of 
profit margins. Increased meat scarcities also probable 

— Bases are strong and regular dividends Ad ' 
maintain 





United Biscuit......... 


1.88 0.92(6) 


0.76(6) 


1.50-1.80 0.75 


Demand situation generally satisfactory, although profit margins 
may be affected by higher cost. of certain ingredients, Common 
dividends will y be d on recent basis. 








Wilson &Co....... 2 ty 


Nv2.56 NF 


NF 


“4.75-2.00 None 


C-2 


Well-maintained demand seen for company’s various lines, pat- 
ticularly in foods division. Inventory situation strong. referred 
arrears bar early consideration of common payments, 








NF—Not available. 


Mr—Year ended March. 
ject to heavy excess profits taxes. c—Higher taxes will probably reduce earnings. 
*—Recommended for safe income. ° 


§—Not subject to U. S, E. P. T. 


Oc—October. Fe—February. Ji—July. Se—September. 
d—Hisgher taxes threaten current dividend rate. 


My—May. Je—June. Nv—November. 


b—Not likely to be sub- 
*—Recommended for income and appreciation. 
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ably in a pressure cooker—meal-size portions of these 
foods are put in individual wrappings or paper can- 
tainers, then stored in a food locker. There are some 
4,000 locker plants in operation today, further develop- 
ment being stopped for the time being by war time 
equipment restrictions. The economic basis of the 
locker system, of course, is that the consumer makes a 
net saving in his food bill, without sacrifice in quality or 
tastiness of the food. The disadvantage is the incon- 
venience—increasing with distance of your home from 
the locker plant—involved in making trips to and from 
the locker. However, it is feasible to keep at least a 
week’s supply of sub-frozen foods in an ordinary home 
refrigerator, with its temperature at the lowest adjust- 
ment. 

Already begun in a relatively small way, but defi- 
nitely “proven” and ready to go to town in the post-war 
age, is the third phase of development in sub-frozen 
foods represented by the individual, home cabinet.-These 
contain the freezing apparatus, which is simple in opera- 
tion and economic in use and maintenance, plus a vary- 
ing number of storage compartments. Under small scale 
manufacture—now halted by the war—these cabinets 
were priced at from, roughly, $250 to $750, depending 
upon size and quality of construction. The smallest. to 
be of any practical service, is of course much larger than 
a refrigerator. A medium-family size is, say, 26 cubic 
fect. 

To city folk, the home food freezer is of mere 
academic interest. The i+ estment is sizable, though it 
will be substantially reduced by mass production after 
the war. Space for it would be a problem. It would 
offer only the same savings in food costs as is offered by 
use of a rented frozen food locker—at an investment 
and operating cost greater than the rental of a locker. 
In short, it would be uneconomic. 

But in rural America—provided electricity is avail- 
able—and even to some extent in the outer fringes of 
suburbia, the opposite is the case. To any one with even an 
acre of tillable land the home freezer will become a mat- 
ter of intriguing personal interest. To any one with a 
commercial farm or a gentleman farm it will become an 








Prevention of spoilage was the first great advanrage in canning 
foods. Usual procedure is to fill and seal the cans first, then 
cook the contents in pressure cookers like this. 
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Metal shortage—and scarcity of cargo space—are spurring 
development of dehydrated foods, taking the place of many 
staples which were hitherto found only in cans or bought in bulk. 


obsession. It wipes out the seasonal factor in food 
supply. It permits the vegetable or fruit raiser, the chick- 
en fancier, the cow milker (cream can be frozen and 
stored), the fisherman or hunter, and the stock raiser 
to eat the fruits of his labor whenever he pleases the 
year around. It will permit something pretty close to 
self-sufficiency in food—with greatest ease, for most 
uscrs, through individual specialization and barter ex- 
change (no cash necessary) of products for differing 
specialized products of other home freezer owners. In 
at least one locality, such a. exchange system has 
already sprung up. 


Home Food Freezers 


In short, home food freezers promise to make non- 
urban living far more inviting and non-urban existence 
both cheaper and considerably more secure. At mass pro- 
duction prices, any equipment which can do that would 
appear to be an economic “natural.” Its manufacture 
after the war may well have a growth comparable to 
that of the mechanical refrigerator over the past fifteen 
years or so. Doubtless the refrigerator manufacturers, 
now head-over-heels in war work, already have their 
plans made. 

Related to all that we have said here is another food 
revolution—revolution in the plant world. During re- 
cent years while the Government was striving to hold 
up farm prices, plant scientists of the Department of 
Agriculture were making amazing progress in the devel- 
opment of types of wheat, oats and vegetables more 
disease proof and insect-resistant than ever before. This, 
together with ever more efficient farm machinery and 
just “better farming,” has resulted in hugely increased 
vields per acre of most all farm crops. To cite but one 
example, we could now easily produce 2 billion bushels 
of wheat a year, enough virtually to feed the world. The 
implications for the future are most significant. So far 
as the technical and physical factors are concerned, 
there will be no reason why anyone should go hungry. 
On the other hand, when the present war uplift of farm 
prices is ended, the Government is going to have a bigger 
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problem than ever before to maintain prices acceptable 
to the farmers; and will be under terrific pressure to 
revert to an economy of scarcity, so far as agriculture 
is concerned. 

But this phase of the revolution in food—and in all 
agriculture for that matter—is a big story in itself for 
which we do not have space here. 


Part li—Investment Status and Outlook 


The outlook for the beet sugar refining industry 
(which, contrary to the cane sugar division, is 100% 
domestic) has improved materially as a sequel to un- 
settlement in the cane industry consequent upon the 
Caribbean shipping shortage. Production of beet sugar 
in this country for 1942 is estimated at between 37 mil- 
lion and 38 million 100-pound bags, which would exceed 
1941 production by approximately 800,000 bags. Such 
production will contribute in large measure toward 
alleviating shortages resulting from insufficient imports 
of cane due to transportation difficulties. 

American Crystal Sugar Co., with ten factories located 
in the middle and far west, is one of the larger factors 
in the beet sugar industry. Combined capacity is esti- 
mated at nearly 16,000 tons of beets daily. Earnings have 
exhibited constant growth during the past three fiscal 
years, and the inventory position of the company was 
strong at the close of the annual 
period ended March 31, 1942. 
Great Western Sugar Co. oper- 
ates 22 beet sugar mills in the 
Rocky Mountain region, in addi- 
tion to 87 miles of standard 
gauge railway in Colorado, con- 
necting with the Union Pacific, 
C. B. & Q., and the Colorado & 
Southern Railways. Consider- 
able profit gains were reported 
for the fiscal year ended Febru- 
ary 28, 1942, with net of $2.58 
per share of common, compar- 
ing with $1.37 in the previous 
year. 

Among the cane sugar re- 
finers, the situation has been 
less favorable, chiefly because 
of insufficient supplies of raw 
sugar, particularly in the north- 
eastern section of the country. 
Improvement has recently oc- 
curred, but refiners are still con- 
fronted with the problem of 
moving in sufficient quantity 
of the larger supplies from Cuba 
and Puerto Rico. Regardless of 
whether the Cuban crop is 
transported to this country, pro- 
ducers in that republic are being 
compensated for 90% of their 
production under terms of pur- 
chase of their crops by the 
United States. 

Outstanding among the do- 
mestic sugar refiners is Amer- 
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ican Sugar Refining Co., which also holds important 
Cuban interests. Melting capacity of nearly 16,000,000 
pounds daily is equal to 30% of the total in this country, 
Lower raw sugar receipts have compelled frequent plant 
shutdowns since the first of the year, and indications are 
that profits for 1942 will be somewhat under the excellent 
showing of 1941. Production of the insular concerns such 
as Central Aguirre Associates, Cuban-American Sugar 
Co., Fajardo Sugar, Francisco Sugar, and Guantanamo 
Sugar will be considerably greater this year. and operat- 
ing income should benefit accordingly. 

Total sales of bakery products will doubtless be some- 
what higher this year, although production of cakes and 
pastries will be affected by rationing of sugar and cocoa, 
Distribution of bakery products has been handicapped 
as a result of the rubber shortage and tire rationing. 

National Biscuit Co. is one of the principal factors in 
the baking trades, marketing over 225 items. Earnings 
for the first half of 1942 were slightly under those of the 
similar 1941 months. The company’s financial position 
is unusually strong, with cash and U. 8. Government 
bonds at the close of 1941 being more than twice current 
liabilities, thus enabling continuation of a liberal divi- 
dend policy. Disbursements on the common have been 
made without interruption since 1899. Loose-Wiles 
Biscuit Co., another concern which has been able to show 
an excellent dividend record, (Please turn to page 571) 


General Foods (Bird's Eye) pioneered in the commercialization of frozen foods, and is 
largest and most successful in the field. 
freshness and flavor. 


Huge freezers like this “freeze in” original 
Newest development now is the home “locker” system. 
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= years of warfare have convincingly demon- 
strated the increasingly important role being played by 
aviation, not only in actual combat, but also for the 
purpose of transportation of passengers, mail and ex- 
press. 
power has been involved—Poland, Dunkerque, Midway, 
Crete, or elsewhere—the military or naval forces pos- 
sessing local air superiority have successfully accom- 
plished their objective. Assumption of control of a 
considerable portion of air transport facilities by the 
United States Army may be construed as tacit recogni- 
tion of the necessity of having available the essential 
transportation accommodations for the swift movement 
of men and equipment to location where emergencies 
may develop. 





Cargo Planes Under Construction 


Extension of aviation in new fields—long distance 
transportation of heavy freight—is being accorded wide- 
spread interest, and construction of giant flying boats 
for such purposes on a considerable scale may be inau- 
gurated in the near future. In this connection, it was 
reported late in August that Lockheed Aircraft already 
had undertaken the construction of 40 of the so-called 
“Constellation” stratosphere type of planes designed by 
Howard J. Hughes, wealthy airplane designer. It was 
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In virtually every major engagement where air 





1) | War Factors Spur to Aviation Progress 





Taxes and Refunds May Depress 
The 1942 Profits and Dividends 


further stated that Mr. Hughes was collaborating with 
Henry J. Kaiser, prominent Pacific Coast shipbuilder, in 
a plan to build 500 of the world’s largest cargo airplanes. 

Plans have also been considered for the eventual 
building of 5,000 huge flying boats annually in several 
of the nation’s shipyards, on the Atlantic, Gulf and 
Pacific Coasts. It is stated by protagonists of the plan 
that these yards could be brought to full production 
within ten months. However, dissenting opinions have 
also been expressed by certain aviation authorities that 
the differences in construction technique would make 
this objective difficult of accomplishment. Conversion 
of shipyards to airplane construction, it is asserted, 
would entail completely re-equipping them with the 
necessary tools and jigs and fixtures, involving a consid- 
erable amount of time. Regardless of the merits of the 
conflicting viewpoints, there can be little question that 
the utilization of large cargo-carrying planes will be ma- 
terially accelerated after the war, supplementing rather 
than supplanting land and sea-borne freight transporta- 
tion. Production of these carriers should aid to some 
extent in maintaining airplane factory operation when 
the demand for military and naval aircraft finally 
recedes. 

The marvelous progress recorded by the aviation in- 
dustry during the past few years may be attributed in 
large measure to technical improvements resulting from 


547 
























































































































































































































constant research activities. In pursuance of further troops and equipment by the United Nations. Some 

progress along these lines, the first few units of what aviation authorities express the view that the glider may 

will comprise the largest aircraft engine research labora- be utilized for freight and passenger service in the future, 

tory in the world are now operating, well ahead of thus permitting drastic reductions in the cost of air-borne 

schedule, in Cleveland. It is confidently expected that commerce. 

the results of research in this new laboratory will enable The vast financial burdens imposed upon the aviation 

the development of more powerful motors to be used in manufacturing companies consequent upon their tre- 

giant war planes, as well as further penetration into the mendous war orders are raising working capital problems 

stratosphere. that have induced many organizations to switch from 

Another significant dev elopment i in air transportation — fixed-price contracts to cost-plus-fixed fee contracts with 

is the progress being made in improvement of gliders the Government. Under previous arrangements, work- 

and their potential use for large-scale transportation of ing capital requirements have (Please turn to page 566) 

a _ Fi 
oe se span is a 
Position of Leading Aviation Stocks of 1 
Esti- Earned Sh er ares 1942 | ie ei i fro1 
mated Per Earned Estimated Divds. Investment doll 
c Tax Tax Share Latest Year 1942 Net to Market 

__Company eee Credit Rating 1941 Interim Aso _—s~PerShare = Date_—»_- Rating ; eae Banned . “101 
American Airlines..... NE c 3.93 0.52(3) 0.05(3) 1.75- 2.00 None C-2 Newark service suspend tional defense el 

t “York. Los Rnseles Mexico City m 
service begins Sept. 5. Air mail pay case reop thre 

Se ee ne oe ee ae ee Oe Se, Fee Lee of ividends does not appear imminent. 

Aviation Corp........ 0.15 ¢ Nv0.42 0.43(5-6) 0.11(5-6) 0.50- 0.70 0.10 D-2 Company and affiliated concerns hold large backlogs. Year's sales © 

will ut profit margins and higher taxes may 7” 
ea ee ee P affect final results, Further 1949 dividends uncertain. poy 

Beech Aircraft........ NE ¢ Se1.18 1.71(3-6) d0.23(3-6) 1.75- 2.00 None C-1 = Aircraft training program expected further to augment already large the 
volume of orders. Satisfactory outlook suggests i of divi- 

eae TS Pe dends in not distant future. gas 

Bell Aircraft.......... 0.93 < 5.55 NF NF 3.00- 3.50 {2.00 B-2 E hing completion, greatly increasing th 
exrential output. Larger portion of orders is on “‘cost-plus"’ basis, € 
indicating smaller profit margins. Payment on stock probable later the 

an this year. 

Bellanca Aircraft... . . NE c d0.66 NF NF NE None D-2 Unfilled orders are substantial, consisting mainly of sub-contract recl 
business from other airplane manufacturers. Dividends not in- 

a : sem dicated for near future. stat 

Boeing Airplane... . 3.10 d 5.65 NE NF 1.75- 2.00 1.00 B-3 Principal product, ‘Flying Fortress," being turned out in large num- wee 
bers by this company—and by others through sub-contracting, : 
vous net will decline, and further dividends this year are un- whi 

$$$ _______ certain. 

Brewster Aero........ 0.45 d 0.02 NF NF NE None B-3 Plant released by G t to new t. Facilities abo 
have been enlarged. No recent op g data available. 1942 ] 

. : st th Sa dividends improbable. era 

Consolidated Aircraft.. 0.83 d Nv6.22 NF NF 1.50- 2.00 1.00 B-3 Mechanized assembly lines and expanded plant will make possi- that 
ble shipments ‘triple those of last year. About 40% of orders has 

— , ee A ee ae ee _— been su d. Further 1942 dividends expected. reac 

Curtiss-Wright......... 0.26 d 3.15 NF NF 0.75- 1.00 1.00(a) C-3 Plane, engine and propeller output vastly increased. Backlog 000 
estimated at over one billion dollars, understood to be largest in 

——— eee ee eis aviation industry. Payment on common probable this year. N 

Douglas Aircraft... ... 8.50 ¢ Nv30.29 NF NF 15.00-18.00 5.00(b) B-3 Production reported at record levels, | but higher taxes “— cut 1942 
net well below last year's 3 g. Som ture 

: SE tied PL a ne ee on stock is cted later in 1942. att 

Eastern Airlines....... NE b 2.81 NF NF 1.50- 1.75 None B-2 Passenger service iderably curtailed. Air mail pay decision atle 

will influence 1942 eamings results. Dividends not in early war 
: a Ce) Lele mae 1) prospect. 
Grumman Aircraft... .. 1.25 c 2.10 NF NF 1.00- 1.25 0.75 C-3 Cc do bomber reported to be most powerful in world. resu 
Current production believed four eo that of 1941. Another ffi 
: ” a fae he: fait Tees iy dividend possible before close of 1 om 
Irving Airchute........ 0.98 c 1.88 NF NF 0.75- 1.15 0.75 C-3 pe gonad operations feature ae = this parachute maker, the 
y all b of military character. Regular divi- 
? FE Re, BASIE Ry eet A iS ae piel will doubtless be maintained, con 

Lockheed Aircraft... .. 1.93 c 6.61 NF NF 3.00- 3.75 2.00(c) C-3 Company's “P-38" plane one of world’s fastest. All operations sts 

° now of military nature. Backlog believed substantial. Distribu- ests 
. . ide shel Nae LY tion may be made on capital stock in near future. Ine. 

Martin, Glenn L.. ... 2.80 c 5.24 NF NF 2.50- 3.00 1.50(d) C-3 Business on books understood to be of large proportions, although 
few operating details are available. Some payment on stock may tury 

= fas be made later this year. Pict 

North Amer. Aviation. 1.35 c 1.77 NF NF 0.50- 1.00 1.25{e) C-3 ‘Medium bomber’ output reported ahead of schedule. Produc- IC 
tion should continue et high levels indefinitely. Dividend before wor 

. Hees , end of 1942 is probable. 

Pan Amer. Airways... 5.60 € 1.73 NF NF 0.50- 1.00 1.00(f) C-3 Government has token control of trans-oceanic Clipper fleets, ture 
which will continue to d by y on contract basis. am 
Cut in mail rates will aftect net results for 1942. Uncertainty ex- ern) 

sien ae i oe Bd te can ists with respect to 1942 payment on capital stock. fun 

Speny Com..... .... 2.30 rf 4.1 1.19(6) 1.72(6) 2.00- 2.50 0.75 B-3 Expansion in company's numerous plants continues, and large and 
increasing backlo “¢ assure capacity operations for many months. cor 

toe: * a xi Another dividend will likely be disbursed before year-end. 

Trans. & Western... .. NE c do.51 £E0.50(6) NF 0.75- 1.00 None C-2 Passenger services materially curtailed, following transfer of several mu 
planes to the Government. Dividends not indicated for neat mer 
future. 

United Aircraft....... NE c 6.29 2.37(6) 2.11(6) 5.50- 5.75 1.00 B-2 All divisions reported ti ity. Savings from operat- ster 
ing economies are being | eo ma to the Government. Further 

. Vs ce 4 ca eee common dividends in coming months. the 

United Airlines....... NE c 0.40 0.59(6) d0.37(6) 0.25- 0.40 None C-2 Certain passenger routes on Atlantic and Pacific seaboards have to | 

: been y has requisitioned 
. 2 pas portion of equi t. No sivideok indicated. rele 

Wright Aeronautical... 3.00 c 17.10 NF NF 9.00-10.00 8.00(3) B-3 Company building new type plant for manufacture of high-pow- of s 
ered aircraft engines, to be used in heavy planes. 1942 dividends, : 
if paid, will be well under last year's aggregate. en 

ar ended November. Se—September. E—Estimated by Dow, Jones & Co. NE—Not inn. NF—Not available. {—Initial dividend, paid 12/24/41. Lo ih posi 

10/30/41. “tb) Paid 11/21/41. (c)—Paid 12/27/41, (d) Paid 12/29/41, (e)—Paid 12/24/41. (Ff id 12/19/41, Pa id 10/28/41, N ject t ° 

heavy excess profits taxes. c—Higher taxes will probably reduce earnings. d—Higher taxes threaten en aed hd ng _ f b~Not likely to be subject to tion 

P 
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Movie Profit Outlook Optimistic 


Continued Liberal Dividends by 


Stronger 


= is an old adage which runs to the effect that it 
is an ill wind which blows nobody good—and the winds 
of war which have metaphorically blown the automobile 
from the highways of America are blowing millions of 
dollars in enhanced revenues into the coffers of the 
aotion picture industry, with such revenues beitig aug- 
mented by the vast expansion in consumer income 
throughout the nation. 

Our people must find surcease from the mental and 
physical strain imposed by war time considerations. With 
the normal use of their motor cars restricted by tire and 
gasoline shortages, particularly in the Eastern section of 
the country, it is but natural that they should turn to 
the movies as a means of giving expression to their 
recreational desires. As a consequence of the improved 
status of the industry, it is estimated that average 
weekly attendance for 1942 will approximate 100,000,000, 
which would compare with 85,000,000 last year, and 
about 80,000,000 weekly in 1940. Moreover, with gen- 
erally higher admission prices in effect, indications are 
that box-office revenues for the year may 
reach $1,300,000,000, as against $1,100,- 
000,000 for 1941. 

Not only are the American motion pic- 
ture organizations profiting by the great 
attendance increases in this country, but 
war-time demand for entertainment has 
resulted in substantial expansion of box- 
office receipts of British film theaters, to 
the advantage of American theatrical 
concerns holding direct or indirect inter- 
ests in Great Britain, such as Loew’s, 
Inec., Technicolor, Inc., Twentieth-Cen- 
tury-Fox Film Corp., and Warner Bros. 
Pictures, Inc. In this connection, it is 
worthy of mention that the motion pic- 
ture industry is urging the British Gov- 
ernment to release the large amounts of 
funds in “blocked” profits of American 


companies held in Great Britain. Inas- 
much as lend-lease financial arrange- 


ments have eased the strain on British 
sterling exchange, it is anticipated that 
the larger portion of such funds, stated 
to be in excess of $20,000,000, may be 
released during the next year. Recovery 
of such amounts would further strength- 
en the generally satisfactory financial 
positions of the leading movie organiza- 
tions. 

Possession of ample liquid resources 


M-G-M Photo 


Concerns 


Expected 


by the industry is of especial advantage at the pres- 
ent time, inasmuch as the funds are needed for pro- 
duction of the best grade pictures for which an adequate 
market is currently available. Experience has demon- 
strated that first-rate films attract far greater revenues 
than do the inferior pictures; consequently, the industry 
is contemplating production of more Class A films cost- 
ing between $1,000,000 and $1,500,000 than have been 
completed for several years. The proportion of Class B 
(or less expensive) productions will be correspondingly 
reduced, while the number of double feature programs 
will also be curtailed. 

According to a survey prepared by a prominent motion 
picture publication, which was released in mid-July, the 
industry held a backlog of 117 completed 1942-43 pic- 
tures, with 64 more before the cameras. In addition, 122 
pictures were listed as “in preparation.” Of this total of 


303 features which were either finished or in preparation, 
all but nine were releases of the principal motion picture 
organizations. 


Paramount Pictures, Inc., with 30 com- 











































































pleted, 4 before the cameras, and 21 in preparation, led 
all competitors. 

Perhaps the greatest individual box office attraction 
of the 1942 season has been the feature “Mrs. Miniver,” 
produced by Metro-Goldwyn-Mayer, owned by Loew’s, 
Inc. It is estimated that more than 1,000,000 persons 
enjoyed this film during its recent exhibition at New 
York’s Radio City Music Hall. 

Film stocks on hand are understood to be substantial, 
and any required decrees in the quantity of film per pic- 
ture should not affect the quality of the production. 
Operating economies will be further induced by the 
$5,000 per picture limit which has been determined for 
materials used in production. 

Motion pictures in color have become increasingly 
popular during the past few years. Utilization of such 
films involves higher production costs than in the case 
of the standard black and white type. The film itself is 
more expensive, and the charges for developing and 
printing are also greater. Moreover, the sets and cos- 
tumes, among other items, are more costly. Despite 
these burdens, utilization of color film is steadily grow- 
ing, and such expansion is expected to persist, at least 
insofar as availability of materials is not affected by war- 
time priority factors. 

The dominant factor in the colored motion picture 
field is Technicolor, Inc., whose process is employed 
throughout the industry, although other concerns are 
similarly active on a smaller scale. In 1941, twenty 
feature-length pictures were produced in Technicolor, 
while other colored motion pictures were made for com- 
mercial customers. 

Earnings prospects for the motion picture industry 





are, in general, more optimistic than at any time dur- 
ing recent years. The extent to which higher taxes and 
costs will influence final results for 1942 is, of course, 
conjectural, but in all probability net profits, after al] 
charges, will approximate, and, in some instances, sur- 
pass last year’s gratifying exhibits. 

Columbia Pictures Corp., one of the smaller com- 
panies which does not operate a theater chain, reported 
profits of $2.15 per share of common for the nine 
months ended March 31, 1942, which compared with 
only 33 cents per share for the corresponding period a 
year earlier. Despite the improved exhibit by this com- 
pany, resumption of dividends is not anticipated for the 
near future. 

Earnings of Loew’s, Inc., largest producer in film 
industry, for the first 40 weeks of the fiscal year ended 
August 31, 1942, amounted to $4.08 per share, com- 
pared with $3.92 for the previous similar period. Its 
new feature picture, “Mrs. Miniver,” has broken all at- 
tendance records at New York’s Radio City Music Hall, 
and the outlook for additional revenue gains from the- 
ater attendance and film rentals in future months is 
excellent. In view of the favorable tax base, it is prob- 
able that net profits for the fiscal year just closed may 
have moderately topped those of the 1940-41 years. 
Dividends have been paid on the common by Loew’s 
continuously since 1923. 

Interim earnings of Paramount Pictures, Inc., are also 
running ahead of those of 1941. This concern, which is 
the largest owner of theaters in the United States oper- 
ates approximately 650 units in this country and in 
Canada, exclusive of the theaters which are operated 
by partially controlled (Please turn to page 566) 





Position of Leading Motion Picture Stocks 





Esti- Earned 

mated Per Earned 
Tax Tax Share Latest Year 

Credit Rating 


Company Ago 


Estimated 
1942 Net 
Per Share 


1942 


Divds. Investment 
arke 


to 
Date Rating COMMENT 





1941 Interim 
1.75 


Columbia Pictures. .... b&b Je0.95 2.15(3-9) 0.33(3-9) 


1.50-2.00 


Expanding consumer income expected to stimulate revenues trom 
rentals and sales of films. Company's 1942 advertising budget 
reported to be largest in history. No common dividends in pros- 
pest until bank loans have been materially reduced. 


None D-1 





Consolidated Film Ind.. NE & dO.55 d0.09(3) 


d0.05(3) NE 


Revenues from various services perf d may be reduced because 
of decreased amount of film in each motion picture. Company 
unable to achieve earnings on common stock, Preferred arrears 
continue substantial 


None E-3 













"Loows ins: ..,...... 4.00 b Ag6.15 4.08(10) 3.92(10) 


4.50-5.00 


Continuing gains in theater revenues and film rentals are anticipated. 

Production costs have been well-controlled. However, taxes will 

~ a for new fiscal year. Dividends for year may be under 
total. 


1.00 B-2 

















*Paramount........... 2.40 b 2.97 1.87(6) 1.56(6) 


Operations improved in various divisions. Higher income also 
expected from British activities. Financial condition is strong. 
one a on common shares should approximate 1941 
payments, 


0.75 Cc-2 





Radio-Kieth-Orpheum. . NE b 1.64 d0.36(6) 


0.04(6) NE 


None D-3 Operating results have recently been unsatisfactory, despite 
higher public income. Outlook unimpressive. Large preferred 


arrears render common payments remote. 





Technicolor........... 0.57 b 1.05 NF NF 


0.50-0.75 


0.25 C-3 Increasing popularity of motion pictures in color should aid com- 
pany in maintaining gains in film footage shipments. However, 
costs and taxes will probably depress 1942 earnings. Further 


dividends possible before year-end. 





20th Century Fox...... 1.95 b 2.04 0.86(6) 0.10(6) 


1.25-1.50 


0.25 C-2 Recent releases have been favorably received. Expenses are being 
well-controlled. Earnings outlook and strong cash position may 


impel further common dividends this year. 





Werner Bros........... 1.00 b Agl.36 1.37§ §1.12 


1.25-1.50 


None D-2 Operating results are benefiting from i d theater attendanc 
Progress should continue, but profits in new fiscal year may be in- 
fluenced by tax factors. Because of large accumulations on pre- 


ferred, common dividends are remote. 











_ _As—Year ended August. NE—Not estimated. NF—Not available. 
income and appreciation. 


§39 weeks May 30th. b—Not likely to be subject to heavy excess profits taxes. *—Recommended for 
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War Orders Give Impetus to 


Automotive Operations 


Higher Taxes Certain to Restrict Profits 


Fron the standpoint of the value of output, actual and 
potential, no industry is making a greater direct con- 
tribution toward eventual victory by the United Nations 
than the automotive industry in its various ramifications. 

According to Alvan Macauley, president of the Auto- 
motive Council for War Production, the automotive in- 
dustry during August turned out armament for the 
United States and her Allies at the rate of $13,600,000 
per day, or at annual rate about 20% in excess of the 
maximum civilian production in times of peace. Cor- 
porations formerly engaged in production of motor ve- 
hicles and of accessories are manufacturing fuselages, 
tanks, guns, military vehicles, airplane engines, marine 
engines, bomber sections, shells, etc., in volume equal 
to about $5,000,000,000 annually and this rate may 
eventually reach a maximum of $12,000,000,000 annually 
—assuming, of course, that sufficient materials become 
available. Output of such gargantuan proportions 
would be equivalent to production of 15,000,000 pas- 
senger and commercial motor cars, or approximately 


SEPTEMBER 5, 1942 


three times the total of some of th: 
profitable years. 

The progress registered by the automotive industry 
in converting to a war-time basis during 1942 must be 
considered particularly gratifying, especially in view of 
the fact that the earlier months were devoted chiefly to 
expansion of facilities, re-tooling or converting of manu- 
facturing equipment, and to training thousands of work- 
ers in the new techniques required for military produc- 
tion. 

In the tire division, the abrupt drop m civilian de- 
mand has been more than counterbalanced by diversion 
of facilities to production of tires for airplanes and 
military vehicles. The rubber industry. furthermore, is 
manufacturing such vital equipment as balloons, dirig- 
ibles, gas masks, track blocks and bands for tanks, trac- 
tors, etc., inflatable life rafts, and pontoons, and airplane 
sub-assemblies among other essential items. 

Fabrication of these numerous articles is making great 
inroads into available supplies of crude rubber. and the 


industry's most 
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seriousness of the situation finds reflection in separate 
actions by the OPA and WPB late in August, which pro- 
vide, respectively, not only for sharp reductions in tire 
and tube quotas for essential civilian purposes, but also 
for further restrictions on the use of crude rubber, latex, 
reclaimed rubber and rubber scrap. In view of the con- 
sideration that output of synthetic rubber may not reach 
substantial proportions for the next eighteen months or 
two years, extension of Governmental control over rub- 
ber and its products seems inevitable. 

Of transcendent importance, when essaying to fore- 
cast earnings prospects for the automotive concerns, will 


contracts. Downward revisions have frequently been 


has been reported that the ultimate objective is a mar- 
gin of only 3% before taxes. Assuming that such an ex- 


treme is not eventually attained, operating income, in the 
aggregate, is destined to establish all-time records. 


Transition of the operations of Chrysler Corp. to com- 


plete war production has made tremendous progress, and 
it is estimated that armament output will eventually ex- 
ceed $1,750,000,000 per annum, which would be twice the 
1941 production. The major portion of such war work 
is being handled on a cost-plus-fee basis, involving com- 
paratively smaller profit margins. Tanks, trucks, en- 
gines, cannon, ammunition and aircraft shipments are 
running at maximum levels. Ample banking accommo- 
dations have been provided, in addition to Government 
be determination of the final basis of Government war aid, in order to facilitate processing of war orders. Earn- 
ings and sales for the first half of 1942 declined sharply, 
made, when operating economies have warranted, and it as a sequel to the suspension of normal production and 
the subsequent conversion of operations to war work. 
Sales and profits of General (Please turn to page 571) 








Position of Leading Automobile, Truck, Auto Accessory and Tire Stocks 













































































































































































































































Esti- Earned 1942 
mated Per Earned Estimated Divds. Investment 
Tax Tax Share Latest Year 1942 Net to Market 
Com any Credit Rating 1941 Interim Ago Per Share Date Rating é COMMENT 
*Chrys er Corporation.. 6.15 c 9.22 2.02(6) 4.82(6) 3.75-4.00 2.75 B-3 A t output expected to reach rate of $1,750,000,000 an- 
' nually. Conversion to war work progressing rapidly. ‘Year's profits 
probably lower, but dividends may be maintained at new reduced 
al rates. 

General Motors...... 2.65 c 4.45 0.99(6) 2.02(6) 1.50-2.00 1.50 B-3 War production may approximate three billion dollars in 1943, if 
sufficient materials are available. All manufacturing facilities are 
devoted to military purposes. Added common dividends, with 

te a ee RT ee = under 1941, in prospect. 

Graham-Paige. ...... 0.12 b 0.15 0.10(3) d06.03(3) 0.10-6.25 None E-2 tions no’ trated on making of aircraft and marine en- 

ne parts and other precision devices. War business believed to 
ines toh SS A DN REE Pea tees en expanding. No dicat 

Hudson Motor..... . 0.90 c 2.36 0.49(6) 0.15(6) 0.75-1.00 None D-2 Company engaged in variety of war-time activities, including man- 
agement of government-owned ordnance plant. Earnings record is 

uc toons 9D teal ‘g unimpressive and dividends appear remote. 

Hupp Motor......... NE c d0.47 NF NF NE None E-2 War work believed to consist Ily of sub ting ac- 

<r im? tivities. Dividends are remote. 

*Mack Trucks......... 2.50 c 4.93 2.13(6) 2.52(6) 3.75-4.25 1.00 C-2 prong truck — a of large Proportions. Revision of Govern- 

t I and earnings status 
a lal prone dividends ont far under 1944 total. 

Nash-Kelvinator....... 0.45 ¢ $e1.08 0.55(6-9)  0.87(6-9) 0.50-0.75 0.37%  $D-2 Military business represented chiefly by airplane equipment orders. 

Total production far in excess of peace-time volume. Another 
scare eS smal! dividend possible later in 1942. 

Oo ay ee . 0,12 c 0.14 0.26(6) 0.08(6) 0.15-0.40 0.10 D-2 Marine engine capacity will be tipled this yeu, with some equip- 
ment fi d by G y also holds large air- 

= ; des Sei oh __craft engine orders. Further 1942 Given payments uncertain. 

Reo Motor......... . 0.90 c 2.34 0.88(6) 0.33(6) 2.00-2.25 None D-2 Contracts for military trucks and other essential war equipment fea- 
tures operations, which are continuing at high levels. No distribu- 

PS eee af ees A tions on capital stock are anticipated. 

Studebaker........... 0.55 c 1.12 0.41(6) 0.59(6) 0.75-1.00 None D-2 Orders for variety of war materials assure continued high operati 
Taxes will doubtless retard profit p Disb t on 

eek ie A ite te a at te a common shares seems unlikely for near future. 

White Motor......... 1.60 c 4.41 0.94(6) 1.26(6) 1.75-2.00 0.75 C-2 Orders for army scout cars and other military poscone are sane 
among war 

nae oe Me hn ns ole Nc = wy may be continued on recent basis. 

Willys-Overland SP he 0.16 ¢ $e0.30 0.27(3-6) d0.08(3-6) 0.30-0.50 None D-2_ All operations devoted to war production, including output of 
artillery shells, gun parts, gun carriages, etc. Large RFC loans bar 

on 2h. Mites : ] 7 Teidenes on Pp and shares. 

Yellow Truck “B”.. 0.40 c 3.01 0.71(6) 1.13(6) 1.25-1.50 1.00 Cc-2 has substantial tracts for various military vehicles. 
= will Senate 1941 profits, but usual dividends on common 
will probably continue. 

American Bosch Corp 0.90 b 1.29 0.50(3) 0.22(3) 1.50-1.75 0.25 D-2 Virtually all of output being used for war purp , with 
holding large orders for fuel-injection equipment for Diesel en- 
gines, as well as orders for aircraft magnetos. Another small di- 

ssi" SER e" rit: we :. » dend is possible before year-end. 

*Bendix Aviation 0.80 ¢ $e6.30 5.22(6-9)  4.52(6-9) 4.75-5.00 3.00 B-2 Capacity operations in present and new plants assured by tremend- 

ous war orders. Current earnings outlook good, but higher taxes 
will affect 1942-43 fiscal year results. Usual dividend payments 
<r rat Sh CAR nae ae indicated. 

“Bohn prerrneny 1.85 © 5.48 2.28(6) 2.32(6) 4.00-4.50 1.50 C-2 War orders offsetting loss of automobive volume. Productive 
facilities have been enlarged. 1942 profits after taxes may be 

2 Ee SSS A: a eee Apt ie moderately lower. Dividends should equal 1941 payments. 

Borg | Warner x ee c 5.65 1.71(6) 1.72(6) 3.25-3.50 0.80 C-2 Unfilled orders about $150,000,000, with further increase ex- 
pected. Nearly all operations now on war work. Larger dividend 

ESE TESS Ee Ae Pees ; probable, but with total under 1941 disbursements. 

Bower Roller Boating. 9.20 c 3.76 1.36(6) 2.19(6) 2.50-2.75 2.00 C-3 Complete so lige of operations to war basis should enable 

t and aircraft engine equipment. 
Year's earnings may Pang but regular dividends should be 
Briggs Manufacturing 1.85 d 2.83 0.47(3) 0.93(3) 1.50-1.75 1.00 C-3 Orders for various aircraft parts feature current activities. Maximum 


operations expected before winter. Working capital requirements 
may compel more conservative dividend policy. 
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_ in the 
s Esti- Earned 1942 
mated Per Earned Estimated Divds. Investment 
O com- Tax Tax Share Latest Year 1942 Net to Market 
mn | Company  _—s«Credit Rating 1941 Interim Ago Per Share Date Rating COMMENT 
» and Briggs & Stratton 2.15 c 3.89 1.79(6) 2.19(6) 2.75-3.00 2.25 C-3 Both lock and gasoline gacine, — now fully devoted to war 
lv ex- work. Ample materials believed for pi g 0 
ag to paso peaks Vs dad ; orders. Dividends may app 1941 distributions, 
ice the Budd Manufacturing... 0.17 c 0.39 0.60(6) 0.66(6) 0.50-0.75 None D-2 War busi ludes Navy tract for stainless steel cargo planes. 
> work Shipments exceeding $7,000,000 per months. Large RFC loan 
Yr wor and substantial preferred arrears render common dividends ex- 
y com- I — tremely remote. ive 
> Budd Wheel.......... 0.30 c 1.80 0.48(6) 0.71(6) 0.75-1.00 0.50 C-2 Company engaged 100% on war work, with production of shells 
cS, en- accelerated. Three shifts per day reported. Taxes, however, will 
et oh ee : : affect year's results. Dividends may not reach 1941 total. __ 
its are fj %amp, Wyant & Cannon 1.25 c 2.37 1.89(6) 1.16(6) 2.25-2.50 0.75 C-2 Production of castings for tanks, army trucks, and for other similar 
9m mo- purposes expanding. A\ll output for war purposes. Moderate 
shading of year's earnings possible, with dividends under 1941 
nment ee Te ok ees payments, 
E *Clark Equipment..... 1.55 b 8.67 3.37(6) 3.85(6) 6.50-6.75 2.25 B-2 Axles, transmissions, brakes, etc. find wide war-time utilization, 
arn- with “Tructractor” sales at peak levels. 1942 profits may recede, 
1arply Pa ie a meni: Et ae — but dividends should approach last year's disb 
ALply, & Cleveland Graphite Co. 2.30 b 4.28 1.38(6) 2.50(6) 2.50-2.75 0.50 B-2 Company holds large orders for airplane and Diesel engine parts, 
yn and with further business expected. Productive facilities being aug- 
k mented. Common payments will probably be well under 1941 
rK, a a ey ee eS a ee tota 
e 571 Collins & Aikman..... 4.10 ¢ Fe5.12 Fet.07(12) aks 0.25 C-3 Substantial t orders for cloth received, with more in 
vl ) prospect “thus ffsetting losses from e and furniture trades. 
zi ee ee ee ron a Conti d conservative common civicend policy indicated - 
*Eaton Mfg. Co....... 1.90 c 6.20 2.93(6) 2.81(6) 5.50-5.75 1.50 B-2 Company holds large armaments parts and ammunition orders, for 
airplane, tank, and naval utilization. Lower earnings seen for 1942, 
a oe ky = ee with dividends also below last year's payments. 
Electric Auto-Lite.... . 2.40 a 4.90 1.26(3) 1,32(3) 2.25-2.50 1.25 B-3 War business includes bomb fuses, shells, black-out lamps, ont 
and tank batteries, as well as t for 
a = was wea a marine engines. Dividends are wamety to reach 1941 total. 
— § Electric Storage Battery. 2.60 c 3.65 1.03(6) 1.83(6) 2.00-2.25 1.00 B-3 Government orders steadily i for batteries used in tanks, 
submarines, airplanes, armament — ete., counterbalancing loss 
a from normal sources. Livicends may itinued on recent basis. 
‘Firestone Tire & Rubber. 1.75 ¢ Oc4.37 1.97(4-6) 1.75(4-6) 3.25-3.75 0.75 B-3 Substantial orders on hand for povig ae gun carriages, as well as 
(0,000 an- for numerous other war products. Year’ s net income may Came 
ar’s profits bs but common dividends may be d on current 
w reduced Gen. Tire & Rubber.... 1.45 b& Nv2.04 1.09(5-6)  1.77(5-6) 2.00-2.25 0.50 B-2 Orders for large-size truck Goes and other items for ‘alitary use 
are believed large, assuri g levels. Distrib on 
n 1943, if : ; common may equal those “of 1941. 
cilities are @ G00drich, B. F........ 1.85 c 5.02 1.5916) 4.31(6) 3.50-3.75 0.50 C-3 Backlog, inclucing orders for varied — and civilian purposes, 
ends, with is believed to be of considerable size. Further distribution on 
stock is probable later this year. 
marine en- § © Gyear Tire & Rubber. 2.65 c 4.68 1.24(6) 2.23(6) 2.50-2.75 1.00 C-3 Production of aerial ter now includes blimps and barrage 
elieved to lloons. Large orders expected to follow completion of airplane 
cia plant. Common payments may be maintained at present reduced 
ding man- G — 
s record is § Houdaille-Hershey “B" 1.10 d 2.53 0.77(6) 1.66(6) 1.50-1.75 0.50 C-3 War orders almost completely tions, offsetting 
loss of normal automotive business. Profi uncer 1941 levels are 
acting ec: probable, but fusthes payments on “'B” stock are anticipated. 
Kelsey-Hayes “B"..... .052 b Ag3.04 2.44(5-9) 2.47(5-9) 2.75-3.25 0.375 C-2 War busi duction of hine guns, shells and ord- 
F Gover nance, wheels a brakes for military vehicles, etc. ee, in 
ings status 1942-43 — year will be affected by higher taxes. Added dis- 
7 ts on Class “'b"’ stock probable. 
Fondant *Lee Rubber......... 2.20 ¢ Oc6.14 2.48(4-6) 1.68(4-6) 4.50-4.75 1.50 Cc-3 Tires for fa ehicles and hanical rubber equi t for 
Another war use featuring activities. Lower net tor present fiscal year ex- 
f pected. 1942 divicenas may approximate last year's total. 
naan Motor Products....... 0.65 « Jet.04 1.73(3-9) d0O.31(3-9) 1.75-2.00 {0.50 C-2 ~=Transition to war oeies approaching completion. Backlog 
large ait- believed ‘to exceed $15,000,000. Sound financial condition 
uncestaia. idena on stock before end of 1942. 
ry we Motor Wheel......... 1.15 ¢ Je2.70 1.84(3-9)  2.04(3-9) 2.00-2.50 0.60 C-3 War ousiness incluaes anti-aircraft projectiles, as well as wheels 7 
> distribu: military tanks, trucks and a Cc to war output is 
practically of current dividend basis is 
ae _ probable. 
coe ge Kaybestos-Manhattan... 1.75 b 3.27 1.38(6) 1.82(6) 2.75-3.00 1.125 C-2 — Proaucts are used by trucks, tanks, airplanes, etc. Military orders 
are steadily increasing. Inventory ana raw materials supply situa- 
ar tion is satisfactory. Further civicends expected in near future. 
Dividends Reynolds Spring...... . 1.15 d Se2.77 0.40(6-9)  2.83(6-9) 0.50-0.75 # 0.25 C-3 Orders tor various war items this year not expected fully to com- 
pensate for loss of normal spring business. Resumption of divi- 
cencs not i for early future. 
output of § ‘Spicer Mfg.......... 3.60 b Ag9.42 7.50(5-9) 7.07(5-9) 9.50-10.00 3.00 B-2 Orders for direct and inairect military utilizations are understood 
loans bar to be substantial. Earnings outlook favorable. Dividends may 
exceed last year's payments on stock, 
vehicles. § Stewert-Warner........ 0.55 c 1.30 0.54(3) 0.30(3) 1.75-2.00 0.25 C-2 War work includes orcers for fuses, lubricating equipment, radio 
common — devices and portable field kitchens. Normal business 
has declined sharply. Dividends expected to equal 1941 pay- 
ments 
Thermoid Corp........ 0.47 € 1.20 0.45(6) 0.80(6) 1.25-1.50 0.10 C-2 ingleect orders tor equipment to be used on military vehicles are 
believed of consideradle scope. Little change seen in 1942 easn- 
ings. Another small common payment ible later this year. 
company § *Thompson Products... 1.00 b 5.36 2.56(6) 2.89(6) 4.75-5.00 1.00 B-2 Capacity operations assured by military demand for parts for air- 
diesel en- cratt, trucks, tenks, etc. Subsidiary operating Government-owned 
small di- ap parts p lant. Working capital requirements dictate conserva- 
ve 
tremend- § Timken Detroit Axle... 1.35 ¢ Je5.01 NF NF 3.75-4.00 2.00 B-3 Expanded plant facilitating output of wide variety of war items, 
her taxes including axles for military vehicles. Taxes will probably reduce 
payments net profits in present fiscal year. Dividends not expectea to equal 
call 1941 distributions. 
PR: Timken Roller Bearing.. 1.75 d 3.92 1.15(6) 1.93(6) 2.00-2.50 1.25 B-3 War busi ludes bearings for military vehicles, precision 
; may parts for aircraft engine builcers, amcng cther items. Capacity 
eats ene in prospect. Another small divicend possible before 
ae ger ate year-end. 
rease ex- § +U,S, Rubder....... 2.80 c 4.86 _(d0,60,6) 2.07\6) 3.25-3.75 x1.50 C-3 Military business includes parts for howitzers, airplane assemblies 
dividend and self-sealing fuel cells. Subsidiary making small arms ammuni- 
- tion. No payment on common expectea tor 1942. 
ld enable a, Saree 1.30 ce J13.85 1.04(4-9)  2.49(4-9) 1.25-1.50 None C-3 Normal business severely restrictec, while conversicn to war pro- 
juipment. duction has made slow progress. Earnings outlock unimpressive, 
hould and restoration of dividends is not in prospect. 
SS NF—Not available. ber ended September. Fe—February. Oc—October. Nv—November. Ag—August. Je—June. Ji—July. Paid within past 12 mos.: {—On 
Maximum — 12/24/41. #—on9/18/41. x—on12/22/41. b—Not likely to be — to ) heavy excess profits taxes. c—Higher taxes will probably reduce earnings. d—Higher taxes 
uirements | threaten current dividend rate. “—Recommended for income and app d for app 
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Should Your Company 
Reduce Its Dividend? 


W vs the trend in dividends so 
definitely downward, owners of com- 
mon stocks are beginning to ask 
questions. Some of them show real 
insight into the affairs of the corpo- 
rations they own, and others reveal 
a lack of understanding of the prob- 
lems which face managements. 
Fundamentally, some stockholder 
discontent is bound to arise in a 
period when corporation earnings are 
high and dividend increases are not 
forthcoming. At present American 
industry is doing the biggest volume 
of business in its history, but the 
stockholder feels that he is the for- 
gotten man. 

Naturally the shareowner’s blood 
pressure rises a bit when he sees divi- 
dends go down and contingency re- 
serves go up. That happened in the 








BY L. 0. HOOPER 


first half year in a number of cases. 
Irn many instances, too, there was a 
deduction for contingency reserves 
large enough to prevent an increase 
in profits after reserves, or large 
enough even to cause net earnings 
after such deductions to decline. This 
brings up the whole matter of con- 
tingency reserves in a war economy. 
It is a complicated subject. 

There is an unfortunate tendency 
to generalize about it. Actually each 
corporation management has its own 
problems. Managements are tinged 
with varying degrees of conserva- 
tism; have vastly different financial 
problems, cash requirements, inven- 
tory risks and capital structures to 
contend with; and are engaged in 
dissimilar lines of enterprise. What 
is sauce for the goose is not neces- 





sarily sauce for the gander. There 
is also a difference of outlook be- 
tween the corporation management 
and the stockholder. The manage- 
ment is, and should be, concerned 
with the continuity of the corpora- 
tion as an institution in any kind of 
an economy; the stockholder may 
not be a permanent owner, may be 
pressed for funds to meet living ex- 
penses and often is much less inter- 
ested in the future of the enterprise 
than in its present. The interests 
of stockholders, in some cases which 
we shall mention, seem to be in con- 
flict with the interests of creditors. 
Then again, the question arises as 
to whether reserves, however liberal- 
ly provided for, ever are adequate in 
a real emergency. Some older in- 
vestors will recall what happened 
after World War I. 


The Argument Against Reserves 


The argument against reserves 
usually begins with the premise, not 
always sound, that they limit divi- 
dend-paying ability. In fact, this 
premise really is what causes stock- 
holder objection to them. To sup- 
port the viewpoint that reserves are 
not so necessary in this war as in 
World War I, it is being pointed out 
that: (1) an immense amount of 
war work is being done on a fixed fee 
basis with the government under- 
writing any increase in costs, (2) 
much of the war work is being done 
in plants built with government 
money and through the employment 
of working capital loaned by govern- 
ment agencies, (3) the government 
will have to underwrite the transi- 
tion period from war to peace in 
order to maintain employment and 
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prevent civilian disorders, (4) most 
corporations are stating their earn- 
ings On a most conservative basis 
anyway in order to keep corporation 
income taxes down, and (5) price 
ceilings, goods shortages, priorities 
and similar government regulations 
should tend to limit or eliminate the 
inventory losses which were so 
troublesome after the last war. It 
is further argued that all contingency 
reserves in an era of economic revo- 
lution, like that through which we 
are now passing, are nothing but 
stabs in the dark because no one can 
picture with any degree of assurance 
what conditions will be after the 
war, or when the war will end. 

Why then, sacrifice dividends in 
an attempt to obtain a security 
which probably won’t exist? Let us 
get the dividends while earnings are 
good. If we had collected dividends 
instead of building reserves in World 
War I, we would have been better 
off. Many of the companies which 
built up inventory and contingency 
reserves during World War I became 
insolvent anyway, and most of them 
used up the reserves without the 
stockholders deriving any apparent 
benefits. Common stocks are “risk” 
investments for entrepreneurs; and 
it is the function of the stockholder 
to take risks for the sake of large 
profits or large dividends. Why take 
away the reason d’étre of a common 
stock, from the owner’s point of 
view? To state these arguments is 
not to agree with them. In some 
cases they are sound. In other cases 
they are not. 


The Dividend Problem Is Cash 


Too often the layman in corpora- 
tion finance thinks that everything 
a corporation earns actually comes 
into the till in cash, just like a salary 
or wages. Often earnings are rep- 
resented by bricks and mortar, by 
inventories or by receivables. This 
is especially true at a time when the 
volume of sales is increasing rapidly. 
To handle a larger business usually 
takes more plant space, more ability 
to extend credit and larger inventor- 
ies, Payrolls increase, even if wages 
are not advancing; and in the World 
War II dispensation taxes of all 
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kinds also are going up, especially 
corporation income taxes—and cor- 
poration income taxes have to be 
paid in cash. 

The representative corporation to- 
day finds itself earning a huge 
amount of money before taxes. Last 
year, however, Federal taxes took 
63% of the earnings of American 
Woolen, 64% of those of Allegheny- 
Ludlum, 70% of Atlas Powder’s, 
71% of E. W. Bliss’s, 54% of Cater- 
pillar’s, 538% of du Pont’s, 66% of 
Crucible Steel’s, 69% of General 
Cable’s, 67% of General Machi- 
nery’s, 67% of Goodyear’s, 63% of 
Johns-Manville’s, 78% of Mohawk 
Carpet’s, 65% of National Lead’s 
71% of Rustless Iron’s, 71% of Sav- 
age Arms’s, 50% of U. S. Steel’s, 
657% of Republic Steel’s and 67% of 
those of Westinghouse Air Brake. 
The bill passed by the House of Rep- 
resentatives recently (now being 
amended in the Senate) would take 
at least 45 cents out of every dollar 
any corporation earns, and as much 
as 88% or 89% of the earnings of 
companies which have a low tax 
exemption base, such as Boeing, Sav- 
age Arms, United Aircraft, Republic 
Aviation and Rustless Iron. 





























Don’t forget that these taxes have 
to be paid in cash. If the balance 
sheets of most corporations are 
examined carefully it will be found 
that at the end of 1941 the reserves 
for taxes (which are not cash) ex- 
ceeded materially holdings of cash, 
tax anticipation notes and market- 
able securities. In other words, the 
cash had not been set aside, or even 
acquired, to pay in 1942 the taxes 
which accrued in 1941. There was 
too much pressure to use the incom- 
ing cash to take care of the huge vol- 
ume of business offered. It was de- 
cided that the company would have 
to depend, to a considerable extent, 
on the 1942 cash inflow to pay in 
1942 the taxes which accrued in 
1941. Consequently, now that 1942, 
with the prospects for much higher 
tax rates, has arrived, it is impossible 
to accumulate cash money to pay 
both the taxes due to be paid in 1942 
on 1941 income and the cash money 
to pay in 1943 the taxes which are 
accruing on 1942 income. In not a 
few cases, it is perfectly obvious that 
1942 cash payments plus the re- 
serves which should be made from 
1942 income to pay 1943 taxes will 
be larger than 1942 earnings. This 





=U NUIDEEENNAT ENN 








exception. 





have available to pay out. 
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current dividend reductions. 





VLU 


Only Cash Is Cash 


All of the figures in every corporation balance sheet are expressed in 
dollars, but in this period of dividend reductions stockholders should 
bear in mind that these dollar marks do not represent cash—with one 


Neither inventories nor accounts receivable nor tax reserves nor 
depreciation reserves nor contingency reserves nor surplus are cash. 
Only the one item denoted as “cash''—or its equivalent as represented 
by readily marketable securities—is actually money that corporations 


Corporations, like individuals, are always in debt to the Government 
for taxes on the preceding year's income. Taxes for which most war- 
active companies are currently obligated to the Government exceed 
all current cash resources; and can only be met out of future cash inflow. 
At the end of this year the gap between cash holdings and what is 
owed in taxes alone will be further and sharply widened. Inevitably the 
inflow of cash will some day be reduced. When that happens, many 
companies will have to borrow money to clear up back taxes. Those 
whose credit rating will not permit this "out" will fail. It is the extra- 
ordinary tax-drain on corporate cash—rather than abstract “conserva- 
tism" or "contingency reserves"—that is causing almost all of the 
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is one of the important reasons why 
so many apparently very prosperous, 
aud certainly very active, companies 
are finding it necessary to seek lines 
of bank credit or issue bonds. Natu- 
rally, when such companies go to the 
banks and the insurance companies 
to talk about borrowing they submit 
their balance sheets for examination. 
Usually the bank or the insurance 
company, as a matter of sound judg- 
ment is moved to put a dividend re- 
striction clause into the loan inden- 
ture. 

Any stockholder who really wants 
to know why his dividend checks are 
getting smaller better look into the 
cash problem of current tax rates as 
well as contingency reserves. Per- 
haps contingency reserves may be a 
factor in a very few cases, but the 
cash drain of high corporation taxes 
is a factor in 99 cases out of 100. 


Suppose There Were No Taxes 


Suppose there were no Federal 
taxes to be paid. Assume that these 
big corporations in the present situ- 
ation had no cash drain for taxes 
whatever. What portion of their re- 
ported earnings should they be pay- 
ing out to stockholders in cash divi- 
dends? Well, some of us were taught 
in school and in banking institutions 
that a growing company ought not 
to pay out more than 25% of earn- 
ings in dividends and use the other 
757 for expansion, avoiding borrow- 
ing. The Pennsylvania Railroad for 
years sought to pay out about 50% 
of earnings and put 50% back into 
the property; and as a result Penn- 
sylvania has an unbroken dividend 
record which runs back to around 
1847. A few mature companies, like 
American Snuff, can pay out perhaps 
90% to 95% of net without suffering, 
but they are the exceptions. 

So far as the financial soundness 
and the cash requirements of a cor- 
poration go, it does not make any 
difference whether the cash drain is 
for dividends or for Federal taxes. 
In either case it is cash money out 
of the till. The Federal taxes, how- 
ever, are compulsory; and the divi- 
dends are not. If earnings begin to 
decline, and inventories and receiv- 
ables begin to pile up, reducing the 
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cash inflow, the dividend may be 
omitted or reduced. But the taxes 
on this year’s income will have to 
be paid next year whether cash still 
is rolling in or not. If the company 
can’t get its tax money in any other 
way, it will have to borrow; and 
when it borrows it will have to pay 
the rates and accept the restrictions 
the lender imposes. 

If there were no Federal taxes at 
present, it may be assumed that pros- 
perous war baby corporations would 
be paying out perhaps 60% to 75% 
of net earnings in dividends—prob- 
ably no more. As it is they are pay- 
ing out more than this for Federal 
taxes alone, and paying dividends 
with part of what is left after Federal 
taxes. Is it any wonder that direc- 
tors order dividend distributions 
grudgingly? The cash outflow for 
Federal taxes alone, in the case of a 
company like Boeing, Glenn L. Mar- 
tin, Consolidated Aircraft, or Savage 
Arms is almost back-breaking. 


Just a Few Contingencies That 
May Arise 


There are many contingencies 
which can arise all outside of the 
field of taxation. U.S. Rubber and 
Goodyear have lost their Far East- 
ern rubber plantations through 
enemy action. Standard-Vacuum 
Oil, owned 50% by Socony and 50% 
by Standard Oil of New Jersey, was 
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forced to destroy its oil fields and 
refineries in Java. American Can 
can no longer get an adequate sup- 
ply of tin. Loew’s, Paramount and 
Warner Brothers have trouble get- 
ting cash back from Britain, Corn 
Products, Anaconda, Texas Com- 
pany, International Harvester and 
General Electric are only a few of 
the American concerns with plants 
in German-occupied Europe. The 
whole aviation industry faces in- 
creased competition and a vast over- 
expansion of plant capacity after the 
war. Bethlehem Steel, now making 
19 types of ships on 76 ways, deliv- 
ering a dozen ships a month, employ- 
ing 230,0000 workers at a wage bill 
of $600 million a year and paying 
80% of net earnings in taxes, after 
the war will have to go back into the 
peace-time steel business—probably 
making very few ships and little 
ordnance. Pullman faces an uncer- 
tain future in both its sleeping car 
division and in the manufacture of 
railroad cars, and at present is largely 
occupied with the production of war 
materials and equipment. General 
Electric, which has seen sales rise 
from $212 million in 1940 to perhaps 
$900 million this year, has a huge 
inventory which peace would find 
unbalanced. Sears, Roebuck & Co., 
normally a most important distribu- 
tor of “hard” goods, is faced with 
(Please turn to page 567) 
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Stockholders Would Feel Better If— 





There would be much less confusion in the minds of stockholders if 
corporations reported to shareholders the identical net income that is 
reported to the Treasury for tax purposes. Instead, the net income 
= _ after allowance for taxes is often further reduced in reports to share- 
= holders by "contingency" or other reserves. The amounts thus reserved 
= were, of course, a part of the profit earned. 


= Contingency reserves could be charged to surplus account instead 


of current earnings. This would result, in many cases, in boosting earn- 


ings reported to shareholders and to that extent no doubt would make 
many of them feel better about their status. However, this is purely a 
matter of bookkeeping. It would not change the amount of cash in 
corporate treasuries available to pay dividends or anything else— 
including the meeting of any future contingency. The special "reserve" 
for the latter is also merely a bookkeeping device. 
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Six Rail Securities 


for Appreciation 


BY STANLEY DEVLIN 


Atchison, Topeka & Santa Fe 


One does not have to look very far to find plenty of 
good reasons for the recent advance in Santa Fe com- 
mon to the best level since 1937 when the stock hit a high 
of 9434. That price was proven by subsequent market 
action to have been far too high and on the basis of 
relative earning power in the two periods, the price of 
the shares today appears equally out of line on the side 
of conservatism. Here is the picture. In 1937 the year 
began with much promise from an earnings standpoint 
and it looked to many that the traffic up-trend in evi- 
dence since 1934 was to be greatly extended. That esti- 
mate proved premature and traffic again turned down- 
ward in line with the slump in industry and agriculture 
which soon developed. Earnings followed the trend in 
loadings and despite the fact that the common stock 
had commanded a price of 9434 early im 1937, the road 
was able to report earnings of but 60 cents a share on the 
stock for the full year. 

Now we are reasonably certain that for the duration 
of the war, at least, the country’s railroads and especially 
the transcontinentals will be called upon to move a 
growing flood of materials essential! to our war effort. 
Furthermore, we know that this traffic growth has 
already found reflection in earnings available for the 
stockholder. In the report covering 1941, for example, 
the railroad showed earnings on the common equal to 
$9.90 a share following earnings of $2.69 in 1940, 95 cents 
in 1939 and 83 cents in 1938. Thus we already have clear 
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evidence of a major uptrend in earnings which gives 
every indication of continuing. The extent of the im- 
provement for the current year may be judged by the 
report covering the six (Please turn to page 570) 





Rail Tax Relief Seen 


Action taken recently by the Senate Finance Committee suggests 
that the railroads may be granted the right to purchase their bonds at 
a discount without having to pay a capital gains tax on the difference 
between such purchase price and par. At the present time the tax may 
be avoided only if an unsound financial condition is declared to exist. 
In addition, legislation would permit the retention of the old property 
valuation for tax purposes in the case of roads going through Section 77 
of the bankruptcy law. 


Bond issues in line to benefit: 


Range Recent Current 
Issue 1942 Price Yield % 

Atlantic Coast Line C. T. 4s, 1952.... 73-632 69 5.8 
*Gulf Mobile & Ohio Income 5s, 2015.. 59-46 53 9.5 
Southern Pacific 42s, 1969.......... 56%-46%s 522 8.6 
Southern Pacific Ref. 4s, 1955........ 702-61% 69 5.9 
tCentral Pacific gtd. 5s, 1960......... 5834-49 55% 9.1 


New York Central Ref. & Imp. 5s, 2013. 5934-46 53 9.5 


N. Y. Central Sec. Conv. 34s, 1952... 61-49 59% 5.5 
*Chicago Great Western Inc. 42s, 2038 45-33 372 12.0 
Northern Pacific 6s, 2047............ 6978-5734 642 9.4 
Kans. City So. Ref. & Imp. 5s, 1950... 74-65% 702 6.7 





*Interest contingent on earnings. Yield as shown assumes full rate of payment. 
t Guaranteed by So. Pac. as to principal and interest. 






















































































Rails Act Well? 


Railroad stocks have edged higher 
from time to time, but it is a ques- 
tion as to whether they really act 
well. Considering the earnings of 
many of them, they are far behind 
what they should be selling at now, 
even if the average trader thinks in 
terms of a short war and of an early 
cessation of the large earnings of the 
railroads. It would seem, however, 
that the outlook for a short war is 
not as promising as everyone would 
like it to be, and it is also probable 
that the railroads will be active and 
prosperous for many months after 
peace. As pointed out in the previ- 
ous issue of this department, South- 
ern Railway preferred is greatly be- 
low where it should be on its long- 
term average earnings outlook, in 
market price. Erie Railroad has 
good possibilities for after the war, 
and earnings on the common were 
$1.72 a share in the first half of this 
year and promise to exceed that in 
the second half. Southern Pacific 
may not earn the $12 to $15 a share 
expected for 1942, after the war, but 
it is likely to show a much larger 
income than before the war, for sev- 
eral years after peace returns. 


The Unusual Report by Goodyear 


There were several unusual things 
in the semi-annual report of the 
Goodyear Tire & Rubber Company, 
the most marked of which was that 
there were any earnings left after 
all of the many deductions. To start 
with, the net sales, mostly all for 
government and armed forces use, 
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were $179,755,599; costs of sales 
$150,171,514; operating profit $29,- 
584,085. Then came the extraordi- 
nary deductions,—$10,000,000 Fed- 
eral income and excess profits taxes, 
$6,751,247 to write off the Far East- 
ern plantations and other properties, 
and $1,500,000 provision for contin- 
gencies. These three items repre- 
sented about $9 a share on the com- 
mon stock. After all of the deduc- 
tions, the net income for the first 
half of 1942 equalled $6.59 a share 
on the preferred stock and $1.24 a 


2 


se 


Resinous Products & Chem. Co. 


share on the common, which com- 
pares with $2.23 on the common in 
the first half of 1941. The common 
stock made a new high for 1942 soon 
after the report was published. Any 
company that can write off all of 
those costs, taxes and extraordinary 
charges and still earn its current 
dividend two and a half times, should 
be able to show excellent profits 
when the strain of taxes and other 
things lets up. The rubber stocks in 
general have acted well, representing 
good earnings in war times and an 
outlook for good results when the 
war is over. For one thing, there are 
likely to be several years of good 
demand for tires and many other 
rubber articles when the civilian 
population can buy them again. 


General Precision Equipment 


The General Precision Equipment 
Corporation is not exactly a moving 
picture company, but it is so closely 
allied with that industry as to be 
practically in it, and it is an impor- 
tant owner of a movie stock. The 
company was renamed not so many 
months ago, formerly having been 
called the General Theaters Equip- 
ment Corporation. It is a holding 
company, with operating subsidiaries 


The British have proved the value of plywood covering for warplane wings and 

fuselages. New types of waterproof, resin-bonded plywood make this construction 

possible, thus overcoming shortages of aluminum and skilled metal workers. Here 
workmen are covering a plywood wing structure with plywood skin. 
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agaged in making cameras, projec- 
tors, sound equipment, arc lamps 
and other machines and equipment 
ysed In moving picture theaters. In 
addition, the corporation owns 185,- 
600 shares of Twentieth Century- 
Fox stock, or practically one-third of 
a share of it for each share of its 
own stock. General Precision has 
586,087 shares of no par capital 
stock. In the first half of 1942, the 
company earned 85 cents a share 
after larger taxes, against 88 cents 
in the first six months of 1941. The 
&| dividend seems to be secure. The 
working capital is large, being 
86,654,246, and the book value of the 
stock is $21.12 a share. In the past 
six years, the corporation averaged 
better than $1.50 a share annual net 
earnings. This is a line of business 
which has been good for years and 
promises to continue so after the 
war. 


Stock Purchase Warrants 
Are a Long Term Call 


Relatively few people who buy 
puts and calls give consideration to 
the fact that there are some attrac- 
tive long term calls to be had in 
stock purchase warrants. Some of 
them have expiration dates of a few 
years, and some are perpetual. It 
has often happened in the past that 
warrants have proven to be quite 
valuable. Thus, New York City 
Omnibus warrants sold as high as 
$26 each in 1937 at a time when the 
stock was selling at 4314; the war- 
rants giving the right to buy one 
share of the stock at $17.50. These 
warrants have been selling at $2.50 
each recently, with the stock at be- 
low 14. This is because some stu- 
dents of the possibilities for the 
stock believe that a call good for 
over four years may again be quite 
valuable. Furthermore, on this war- 
rant, the holder of it can tender prior 
lien bonds of the company in pay- 
ment at the time the warrants are 
exercised, in lieu of cash. 

Another warrant which had a high 
value at one time is that of the 
Colorado Fuel & Iron Corporation, 
the warrants having gone to a high 
of 2454 in 1937 at a time when the 
stock was at 517%; the warrants be- 
ing to buy stock at $35 a share. 
ere, also, a bond can be tendered, 
in lieu of cash at the time of using 
the warrants to buy stock, being the 
income 53 of 1970. The Colorado 
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THE POSITION OF PURCHASE WARRANTS 


Detached Warrants 


To Buy Recent Recent Expiration 
e Share Price of Price of Date of 
Common At Common Warrant Warrants 
American-La France Foamite............. $11.11 5% % April 16, 1944 
PURGE. oak. os oc acces oscecs 3.00 1% ahast Dec. 31, 1944 
Baldwin Locomotive.................... 15.00 111%4 2% Sept. 1, 1945 
RI ieee da een cccceds 22.50* 15% 1 July 1, 1945 
NN EEL Perr 20.00 7 Sas Oct. 31, 1943 
Colorado Fuel & Iron... .............0.5 35.00 1414 1 Feb. 1, 1950 
Gs 6 6.05555 Kio ck cccicvccce 25.00 %, a Nov. 1, 1945 
WI 3S iiic esac ala'gtewere 2 18.007 11 oes Dec. 1, 1946 
Merritt-Chapman-Scott.................. 30.00 4% %, Perpetual 
New York City Omnibus................ 17.50 1312 2% March 1, 1947 
Northrup Aircraft. ...........000ecccees 7.00 5 ee June 21,1944 
pi | eee er ee errr 17.50 1% % March 14, 1947 
*Each warrant is to buy two shares of #Price b $20 on December}, 1942. 





Securities with Warrants Attached 


To BuyfCommon 
Per Share) 


Recent Price Expiration 
. OF Date of 
Bond Common Warrants 


American Export Lines 5% pfd....... Each share pfd.'5% shs. 103 _ 13 Dec. 31,1957 
Amer. Export Airlines at $18 (Airlines) 

Celotex 414% deb. 1947............ Each $100 in bonds to 98 614 Feb. 1, 1940 
buy 10 shs. com. at $50 

Gotham Hosiery deb. 5s,1948....... Each $1000 bond to buy 97 3 March 15, 1946 
25 shs. com. at $12 

Nunn-Bush Shoe 5% pfd............. Each share pfd. to buy 94 9 July 30,1944 
2 shs. com. at 

Walgreen 414% pld................ Each share pfd. to buy 101 18 Sept. 15, 1943 


1 share common at $44 





Fuel warrants have a market value 
of $1 each, although the stock is far 
below the purchase price at the pres- 
ent time. 

This right to buy is even given a 
value in cases where the price at 
which the purchase can be made is 
very much above the present price 
of the stock. This includes several 
which are not in the table accom- 
panying this article. Thus American 
& Foreign Power warrants have been 
quoted 1/16th bid for a long time, 
although the common stock is selling 
at below $1 a share and the warrant 
calls for a purchase at $25 a share. 
The warrant is perpetual, how- 
ever, and who can say that the com- 
mon stock may not reach such a fig- 
ure in future years? Another per- 
petual warrant is that of Electric 
Power & Light, to buy one share of 
common at $25, with the common 
selling around $1 and the warrants 
at WZ, 

Two other long term warrants 
which do not have a current value, 
are General Telephone, to buy one 
common at $50 and General Invest- 
ment Corporation, to buy one com- 
mon at $30. 

Even longer odds might seem to 
be held against some of the railroad 
company warrants, such as those of 
the Erie Railroad to buy common at 
$100 a share, and those of the Alle- 


ghany Corporation, and certain ones 
in the public utility field, including 
Niagara Hudson, and some in other 
lines such as Radio-Keith-Orpheum 
and Evans Wallower Zinc. How- 
ever, this is never too sure, for the 
Continental Motors warrants to buy 
stock at $3.25 a share might have 
seemed of little value not so long 
ago. 

A warrant which seemed to be too 
far out of line to include in the table 
is that of Remington-Rand, Inc., 
which expires in about two years. It 
is to buy common stock at $32.99 a 
share, and the price increases $2.20 
annually. 

Among the warrants on which de- 
tails are given in the table is that 
of McCrory Stores. The warrant is 
to buy common stock at $18 a share 
now, the price increasing to $20 in 
the next few months. This stock has 
sold in such price ranges in recent 
years. The warrants were once at- 
tached to the preferred stock, but 
recently became detachable. The 
Merritt - Chapman - Scott warrants 
were also atiached to the preferred 
stock at one time. 

Before leaving the subject of stock 
purchase warrants, it is of interest to 
glance to the distant past to see 
what happened to a warrant which 
is referred to above. This is the 

(Please turn to page 566) 
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Youngstown Sheet & Tube 


As a stockholder of Youngstown Sheet & 
Tube—with 125 shares acquired at around 
45—I would like your analysts’ opinion on 
this stock under present conditions. Regard- 
less of the unfavorabie factors of higher t-zes, 
increased wages and other costs, can I expect 
a reasonably satisfactory yield with main- 
tenance of fair earnings? Do you feel the 
50c quarterly dividend is secure and at the 
current market price of 30 it may be a good 
buy? What would you advise me to do?— 
M. R. H., Akron, Ohio. 


In his annual report at the end of 
1941 Mr. Frank Purnell, President 
of Youngstown Sheet & Tube, stated 
“Present indivations are that cor- 
porate earnings in 1942 will be sub- 
stantially less than they were in 
1941. The principal reasons for this 
less favorable prospect are increases 
in material costs and transportation 
eosts, important changes in con- 
sumer demands for particular prod- 
ucts, exhaustion of some inventories 
carried into and shipped during 1941, 
and especially the probability of 
greatly increased federal taxes. The 
directors believe it is very important 
that the company maintain a -ccure 
cash position in order to meet un- 
foreseen demands and emergencies 
that the war situation and the period 
after the war may bring about.” He 
further stated that the company had 
adopted a depreciation policy which 
would vary with the rate of produc- 
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tion. The maximum depreciation 
rate was fixed at 334 per cent and 
the minimum at 2% per cent. Mr. 
Purnell’s predictions are borne out 
by the six months statement for this 
year. Operating profits were $14,- 
099,277 against $12,039,140, depre- 
ciation and depletion were $2,531,963 
against $2,072,111. Interest was 
$599,195 against $659,232, taxes were 
$8,677,000 against $4,541,800. Net 
profit was $2,291,119 against $4,765,- 
007. This net profit amounted to 
$2.66 per share as compared to 
$5.33 per share. The financial posi- 
tion of the company is excellent in- 
asmuch as its total debt of $74,- 
796,000 is only a little more than half 
the depreciated property account 
and compares very favorably with 
its working capital of $88,999,000. 
Inasmuch as we estimate that this 
company will earn between $4 and 
$5 a share this year we feel that the 
reduced dividend of 50 cents quar- 
terly is quite secure. We feel that 
the company can continue to earn 
at its present rate for the duration 
of the war. At the present price of 


30 the stock is selling at only 61, 
times indicated earnings. At the 
present low price we should hold the 
stock. Whether to add to your hold. 
ings or net would depend entirely 
upon the ratio which your holdings 
of Youngstown bear to your entire 
portfolio. 


Lambert Company 


Ilas_ the time come to average on WW 
shares of Lambert ‘for which I paid 25 sev- 
eral years ago? The stock seems to hav 
stabilized and I am gratified with the way 
earnings are holding up. What are its pros- 
pects over the balance of the year especially 
with higher taxes in the offing? Does the 
company stand to benefit from our war pro- 
gram—sales to our fighting forces as wel 
as civilian uses?—R. J. F., Joliet, Ill. 


Lambert Co. manufacturer of 
Listerine and Prophylactic  tooth- 
brushes continued to show good 
earnings for the first half of this 
vear. For the first six months the 
estimated net profit was $707,634 
after charges and Federal income 
taxes, including a reserve of $200- 
000 for possible additional Federal 
taxes. This is equal to 95 cents a 
share, as against a profit of 91 cents 
a share for the first half of 1941. It 
is our opinion that stable earnings 
should be maintained and that the 
dividend of $1.50 is reasonably s- 
cure. In his annual report to stock- 
holders, President John L. Johnston 
stated on March 2—‘With our 
country at war, it is obvious that 
national needs come first. Amer 
ican business must and will seek all 
means to make its resources and fa- 
cilities serve the Government wal 
effort. Interruptions to normal 

(Please turn to page 572) 
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With all components of this publication's 
weekly business index reporting better than 
normal seasonal improvement during the past 
fortnight, per capita Business Activity has 
risen more than a point to the best level since 
the week ended July 4. Profits after taxes 
as reported by 450 corporations whose com- 
mon stock is listed on the New York Stock Ex- 
change totaled for the first six months of 
the current year only 19.3% lower than in 
the like period of 1941. The Exchange points 
out that this decline of less than 20% "is far 
from calamitous.” 

* * * 

As foreshadowed in this column last year, 
measures have had to be taken to bolster the 
financial condition of New York City 
banks. Persistent currency hoarding and a 
huge movement of funds from this financial 
center to armament production areas in the 
interior during the past twelve months have 
lopped 20% from bank reserves at New York, 
bringing excess reserves down to the lowest 
level since September, 1937, while reserves of 
the so-called "country banks" have risen 29%. 
Meanwhile the Federal Reserve has pumped 
$1,264,000,000 of new money into the market 
through: purchases of Government securities 
and, since our last issue, has freed an additional 


(Please turn to following page) 
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CONCLUSIONS 


INDUSTRY—Profits for first half re- 
ported by 450 companies listed on 
the New York Stock Exchange were 
less than 20% below last year. 


TRADE—Department store sales run- 
ning about even with last year and 
well above 1940. 


COMMODITIES—General liquidation 
has occurred in all free commodity 
future markets pending develop- 


ment of anti-inflation program. 


MONEY AND CREDIT — Measures 
being taken to check decline in bank 
reserves at New York and Chicago. 
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Business and Industry 





Latest 


Date Month 


Previous 


Month 


Last 
Year 


———— 


PRESENT POSITION AND OUTLOOK 








INDUSTRIAL PRODUCTION(a) 


July 180 


176 


160 





INDEX OF PRODUCTION AND 
TRADE (b) 


Primary Distribution 
Distribution to Consumers 
Miscellaneous Services 


118 
126 
143 


July 
July 
July 
July 111 
July 140 
July 87 
July 126 


115 
423 
138 
111 
137 

83 
124 


131 
116 
123 
111 
116 
107 
102 





WHOLESALE PRICES (h) 


July 98.7 


98.6 


88.8 





COST OF LIVING (d) 
Alll Items 


Housing 
Clothing 
Fuel and Light 


Sundries 


97.5 
100.3 
90.8 
88.0 
90.4 
104.1 
102.6 


July 
July 
July 
July 
July 
July 


97.8 
99.5 
91.0 
88.1 
90.4 
104.1 
102.8 


88.9 
86.2 
88.4 
73.8 
87.8 
98.7 
112.5 





NATIONAL INCOME (cm){.... 


9,537 


8,622 


7,937 





CASH FARM INCOME; 
Farm Marketing 
Including Gov't Payments 
Prices Received by Farmers (ee).. 
Prices Paid by Farmers (ee) 
Ratio: Prices Received to Prices 
Paid (ee) 


1,059 
1,030 
154 
152 


101 


993 


g IIE 
771 
125 
133 


96 





FACTORY EMPLOYMENT (f) 
Durable Goods 
Non-durable Goods 


155.4 
124.5 


134.0 
123.7 





FACTORY PAYROLLS (f) 


194.5 


152.2 





RETAIL TRADE 
Retail Store Sales $+ 
. Durable Goods (a) 
Non-durable Goods (a) 
Chain Store Sales (3) 
Retail Prices (s) as of 


4,446 
100.0 
146.9 

177 
113.1 


4,606 
163.9 
130.9 
141 
99.6 





FOREIGN TRADE 
Merchandise Exports 
Cumulative year's total} to 
Merchandise Importst 
Cumulative year’s totalt to 


$682 
2,249 
234 
1,014 


$385 
1,372 
287 
1,018 





RAILROAD EARNINGS 
Total Operating Revenues* 
Total Operating Expenditures*. . 


Net Rwy. Operating Income*... 
Operating Ratio % 


$623,687 
378,472 
110,499 
118,730 
60.68 


601,064 
375,449 
100,183 
109,672 

62.46 


455,022 
298,932 
51,470 
93,316 
65.70 





STEEL 
Ingot Production in tons* 
Pig Iron Production in tons*.. .. 
Shipments, U. S. Steel in tons*. . 


7,149 
5,113 
1,765 


7,029 
4,458 
1,774 


6,812 
4,704 
1,666 





GENERAL 
Paperboard, new orders (st)....... 
Lumber Production} (bd. ft.)...... 
Cigaret Production t 
Bituminous Coal Production * (tons). 
Portland Cement Shipments * (bbls.) 
Commercial Failures (c) 





379,375 
2,861 
20,875 
47,700 
20,875 
164 





428,778 
2,680 
20,003 
48,410 
20,003 
804 


525,325 
2,786 
18,404 
44,080 
18,404 
908 





————— 


(Continued from page 56!) 


$350,000,000 of reserves at New York by reducing 
reserve requirements to 24% of deposits, from the 
26% formerly required. These remedies, which are 
recognized as palliative, must be followed up by 
I—awarding more war work to New York City, 
where close to a half million people are idle; 
2—inducing banks and other business concerns jn 
the interior to step up their purchases of Govern. 
ment securities; and 3—definite assurance to 
hoarders that their deposits will not be taxed, 
frozen, confiscated, or otherwise restricted. |t 
should be obvious that the Government will do 
nothing to frighten depositors but there are some 
who need to be reassured. 


* * * 


The Department of Commerce finds that com 
sumer savings during the second quarter were 
at an annual rate about 120% above the like 
period last year, whereas consumer spendable in. 
come (after direct taxes) rose only 20%. Should 
these rates hold throughout the year, an increase | 
of $16.8 billion in savings would absorb all but 
$0.8 billion of a $17.6 billion expansion in con 
sumer spendable income. This small residue is 
more likely to be eaten up by, than to cause, a 
further rise in prices. Price ceilings are being 
violated at the present time because of the rise 
in costs resulting from wage increases and mount. | 
ing prices for livestock not through any orgy of | 
spending by the public. All of which suggests 
that’ the more. sensible way te combat infia 
tion might be to step up the campaign for volur. | 
tary saving making it patriotic to save and un 
patriotic to spend. If successful, this would have | 
the same salutary effect as a buyers’ strike against | 
high prices. It would certainly be preferable to 
taxing our poorer families to the point of destitu- 
tion. 





* * * 


Hourly and weekly wages of organized labor | 
continue to establish new all-time highs with each 
passing month. Wholesale prices have reached 
the highest level since 1926. Living costs are 
11% above last year. 


* * * 


Producers’ reports for June disclose the follow: | 
ing increases over June of 1941: Durable goods 
—new orders, 50%; shipments, 24%; inventories, 
33%; nondurable goods—new orders, 2%; ship- 
ments, 14%; inventories, 30%. Department 
store sales during July were valued at 2% mort 
than a year ago; but were off 10% in unit quan 
tity. Stores have enough merchandise on hand, 
even without replenishment, to last until the year 
end at current rate of sales. 


* * * 


Railroad operating revenues during July were 
35% above the like month last year; with freight 
revenues up 33% and passenger 89%, New 
freight cars on order as of Aug. | numbered 
36,453, against 89,416 last year; while locomotive 
backlog numbered 881, against 603. The rail 
roads put 51,606 new freight cars in service dur 
ing the first seven months; but material short: 
ages may cut deliveries to approximately 15,000 
in the remaining five months. 
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WEEKLY INDICATORS 





Latest 


Previou 


Week 


’ veer PRESENT POSITION AND OUTLOOK 





Week 











M. W. S. INDEX OF BUSINESS 


ACTIVITY 1923-25—100...... 122.7 


121.9 


Ago 


) 





118.2 A summation of reports for the first half by 





3,673 


3,654 


ten leading public utilities discloses increases of 
6% in gross, 10% in net before taxes and 55% 
in tax reserves; but declines of 23% in net after 


3,230 





TRANSPORTATION 
CarlOGGInGs: TOM: 5. sss cee ee 869,404 
49,672 
160,711 
52,030 
402,713 
89,547 


POMesEWIOGUONS.. «6250. Sace scdece< 
Manufacturing & Miscellaneous... . 


EGE MEME no Aiea oe eects 


868,845 
44,684 
167,045 
57,597 
396,928 
89,988 


taxes and 31% in average earnings per common 
share. Electric power output this year is expected 
to top 1941 by nearly 15%; but material short- 
ages have driven the W PB to order suspension of 
half the industry's expansion progsam. Announc- 
ing its resolve to enforce "death sentences,” the 
SEC has ordered dissolution of American Power & 
Light Co. and Electric Power & Light Corp.— 


899,788 
43,625 
169,961 
50,469 
376,927 
157,102 





STEEL PRICES 
Pig Iron $ per ton (m)............ 
Scrap 9 per tow CM); 6.6... ose 
Finished ¢ per lb. (m)............ 


23.61 
19.17 


2.305 







23.61 
19.17 


2.305 


major subholding units of the Electric Bond & 
Share Co. 

23.61 * 
19.17 
2.305 


* * 


Six months' net after taxes reported by 72 
steel companies represented a return of nearly 





STEEL OPERATIONS 


% of Capacity week ended (m).... 97.6 


96.0 


5.3% on invested capital, against 8.1% last year. 
Dividends declared by these companies during 
the first half were less than 1% smaller than in 


97.0 











PETROLEUM 
Average Daily Production bbls. *. . 
Crude Runs to Stills Avge. bbls. *.. 
Total Gasoline Stocks bbls. *...... 
Fuel Oil Stocks bbls. *........... 
Crude—Mid-Cont. $ per bbl...... 
Crude—Pennsylvania $ per bbl.... 
Gasoline—Refinery $ per gal...... 


3,971 
3,723 
80,443 
78,007 
1.17 
2.55 


0.092 


3,893 
3,711 
80,708 
77,422 
1.17 
2.55 


0.117 













the like period last year, averaging 62c out of 
3.975 each dollar earned. The industry's stock of scrap 
4041 steel has shrunk 40% in the past 18 months. 


81.194 | ° 


92,996 Construction totaled $6 billion in the first half, 
pe and is expected to reach $11.7 billion for the full 

; year. Public construction in the first half 
amounted to $4 billion, of which $1.7 was military 


* * 





ENGINEERING CONSTRUC- 
TION 


VGlame® CON). oo. cote heres Aug. 27 217,798 





230,706 













in the second half, of which $2.8 billion will be 


and naval; and is expected to reach $4.7 billion 
| military and naval. 


124,233 


| 








long term trend. (c}—Dun & Bradstreet. 
(e}—Dept. of Agric., 1924-29—100. 
(h)—U. S. B. L. S. 1926—100. 


tons. 


t—Millions. *—Thousands. (a)—Index Federal Reserve 1935-39—100. (b)—Federal Reserve Bank of N. Y. 100%—estimated 

(cm)—Dept. of Commerce estimates of income paid out. 
(ee)—Dept. of Agric., 1909-14—100. 
(j}—Adjusted—1929-31—1 00. 
1935-39—100. (p)—Polk estimates. (pc)—Per Cent of capacity. (pl}—Preliminary. (s)—Fairchild Index, Dec., 1930—100. (st)—Short 


(m}—lron Age. 












(d)—Nat. Ind. Conf. Bd. 1923—100. 
(en)—Engineering News-Record. (f)}—1923-25—100. 
(n}—1926—100. (n. i. c. b.}—Nat. Ind. Conf. Bd. 
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1942 Indexes 
No. of 





Issues (1925 Cl.—100) 
270 COMBINED AVERAGE. 


High 


48.6 41.4 47.0 


| 
Low Aug. 22 Aug. 29 | 
| 





Wl 
123.8 
178.4 

27.0 

70.4 

7.1 
5.0 

81.7 

38.2 
126.3 

16.4 
138.4 

58.6 

25.5 

12.4 

37.1 

99.5 

60.6 
Save 

Zou 


87.9A 
139.6 

276.3A 
36.0 
76.3 
9.4 
6.1 
106.1 
53.6 
144.9 
18.3 
155.4 
64.7 
29.3 
14.4 
43.5 

135.6A 
69.1 
38.7 
29.1 


3 Agricultural Implements... 87.9 
9 Aircraft (1927 Cl—100).. 172.6 
4 Air Lines (1934 Cl—100) 276.3 
5 PUseMeants. 0.6. s. ess 36.5 
13 Automobile Accessories. . 79.3 
13 Automobiles............ 9.7 
3 Baking (1926 C]—100)... 6.1 
3 Business Machines........ 108.4 
2 Bus Lines (1926 Cl—100). 64.6 
GiGHGMIGHISs he... icc’ 
14 Construction............. 
SICONNIMIIIRTE oo os. 5 occas bes 
8 Copper & Brass.......... 
2 Dairy Products........... 
6 Department Stores........ 
6 Drugs & Toilet Articles.... 
2 Finance Companies....... 
7 Food Brands............. 
PF POOUPHENES ) <6 -ic cece ss 
PU UL eee ee 
2 Gold Mining............ 315.4 388.0 
6 Investment Trusts......... 13.8 16.3 


46.1 


85.5 
141.9 
276.3 

33.3 

fe 

9.1 
5.9 
105.6 

53.0 
143.4 

17.7 
153.5 
63.2 

29.6B 

14.2 

42.8 
134.6 

68.1 

38.7 

29.0 
390.2 

16.3 








100 HIGH PRICED STOCKS. . 
|| 100 LOW PRICED STOCKS. .. 


19 Unclassified (1941 Cl—100) 109.9 


COMMON STOCK INDEX 





1942 Indexes 






































(Nov. 14, 1936, Cl—100) High 
51.90 


38.78 


Low Aug. 22 Aug. 29 
43.20 49.07 48.45 
31.66 36.54 35.69 





185.8C 178.9 
74.7 75.2 
56.2A 55.7 
34.2 33.8 

104.5 104.9 

9.6 9.1 
72.0 70.9 
15.4 14.8 

9.7 9.9A 
32.4 30.9 

9.4 9.1 

3 to 
90.1 90.0 
56.5 55.4 
29.9 29.4 

164.3 162.2 
40.0 38.7 
29.3 28.5 
12.7A ; 12.7 
40.7 50.2 49.7 

147.7 176.4 176.4 
90.8 103.3 100.0 


137.5 
67.9 
45.2 
29.7 

100.0 

9.0 
59.8 
37 

5.9 
28.6 

7.6 

ie 
84.2 
53.1 
26.5 

137.5 
30.6 
24.4 

7.9 


3 Liquor (1932 Cl.—100)... 
SARGIINEEE Ts. coe et eee 
ea lo ee 
4 Meat Packing............ 
9 Metals, non-Ferrous....... 


185.8 
83.8 
56.2 
46.0 

131.7 

SU Fomomune.....<. 0s s.2ue- 

16 Public Utilities........... 

3 Radio (1927 Cl.—100).... 
7 Railroad Equipment....... 

16 Wallets ee oo coo kcet ss 
2 Shipbuilding............. 

12 Steel & Iron 


3 Telephone & Telegraph... . 
al Ce ae 
3 Tires & Rubber........... 
MUOMRODS 5 oo 2 le cieee 
2 Variety Stores........... 





New HIGHS since: A—1941; B—1940; C—1939. 
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Trend of Commodities 


Diversified, as well as modified, versions of contemplated 
administration steps to control prices of farm products and 
wages in industries, following the general line of thought 
that flexible rather than rigid measures will be adopted is 
at present tending to keeping leading commodity futures 
on the upgrade. This trend, however, is irregular and spotty. 
A better trade demand for grains and cotton has also been 
helpful in retarding declines that naturally follow increased 
crop predictions, and in firming prices. The present status 
of both commodity futures and spot markets clearly illus- 
trates, and strikingly so, that both are acutely sensitive to 


governmental and political influences. Prices and market 
trends quickly rise or fall on mere suggestions from official 
sources that at some future time the governmental poli 

will, or may, turn soft or hard. An unwieldly long interest 
built up in September corn earlier in the season has been 
liquidated in a persistent manner during recent weeks, and 
prices dropped last week to the lowest levels of the season 
before rallying. The decline of 10 cents a bushel in corn 
from the recent high point has shut off country offering of 
the grain. Only small amounts are available for sale in the 
cash market, resulting in the basis being well maintained, 
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U. S. DEPARTMENT OF LABOR INDEX OF 28 BASIC COMMODITIES 
Spot Market Prices—August, 1929, equal 100 


Aug. 21 
166.8 
162.4 
169.6 


28 Basic Commodities 
Important Commodities 
Domestic Commodities 


Domestic Agricultural 
Foodstuffs .. 





Commodity Briefs 








Cotton. Cotton farmers are organizing a cotton-holding move- 
ment. This step appears to be making some headway. Their 
avowed goal is a basic price of 21'/. cents a pound. The move- 
ment normally would have little chance of success, but with the 
Government making non-recourse loans to growers around 17 
cents a pound the movement may attain iderable 





Soy Beans. The Government has commandeered the nation's 
entire soy bean crop according to late Washington advices. As 
outlined the program calls for the Government to dispose of 
the crop at its own discretion, and its own price. This is the 
first such step, in the taking over of a major farm crop, in the 
history of the United States. Soy bean oil from which are 
made cooking oils, oleomargarine, paints, and plastics is vital 
to the war effort. 

Coffee. An additional 10 per cent reduction in the amount 
of coffee available to rs b effective Sept. | 
through a WPB order which sets the new quota for distribu- 
tion through wholesale and retail channels to 65 per cent of 
the 1941 level of consumption. This quota will reduce the 
nation's civiliax. consumption to about [10 million pounds. a 
month, as compared with that of an unrestricted consumption 
basis of about 147 million pounds monthly. 








Tea. Imports of tea dropped sharply during July. They 
are estimated to have reached only 1.2 million pounds. The 
monthly average for the first half of the year was 6 million 
pounds. Currently supplies are estimated at 38 million pounds. 
No improvement is expected as to supplies until next year. 

Onions. The nation's first organized futures market for onions, 
a $20 million agricultural industry, will be opened in Chicago 
on Sept. 8. The onion contract will call for the delivery of one 
carload lot of 25,000 pounds, yellow globe type onions, in 
50-pound sacks, quoted in cents per sack. No daily price limits 
have been imposed. 

Wheat. Through August 15 the Commodity Credit Corpora- 
tion had completed 125,016 loans, on 63,587,894 bushels of 1942 
wheat, in the amount of $74,571,193, compared with 27,563 
loans, on 13,210,097 bushels, for the same 1941 period. The 
average amount advanced was $1.17 per bushel. 

Butter. During July creamery butter production was esti- 
mated about 188 million pounds, or 3 per cent lower than the 
July 1941 output, but 8 per cent greater than the July average 
for the ten years, 1931-40. The increase in commercial stocks 
of butter for the month was only 30 million pounds, compared 
with 58 million pounds in 1941. 
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industries and Securities in 
favored Investment Position 





(Continued from page 533) 


fed—like du Pont, Union Carbide 
and others—that no probable prog- 
ress in plastics can add dynamically 
to year-to-year percentage gains in 
total sales and profits. Moreover, 
even at depressed war-time market 
quotations, one pays a stiff premium 
for stocks of this type. Stocks of 
plywood producers can only be con- 
dered speculative. 

Finally, it seems obvious that the 
post-war position of all makers of 
industrial materials will be more 
competitive than formerly; whereas 
the beneficiaries of this competition, 
aside from the consuming public, will 
be the manufacturers who fabricate 
the materials into consumer goods. 
They will have a broader choice of 
waterials—at competitive prices—to 
work with. Their position will be, 
is it usually has been, more flex- 
ible and advantageous than that of 
the primary materials producers. 

Certainly it is not implied here 
that the prospect of the consumers’ 
durable goods industries is all rosy. 
They will for years to come have to 
contend with high taxes and union 
problems. But we are speaking here 
of relative prospects. Such difficul- 
ties and uncertainties as seem to con- 
font them are common to all indus- 
tres. Against this there are the 
relative advantages outlined hereto- 
fore—and these obviously are by no 
ieans common to all industries. 

A final word for the air transport 
stocks. -This industry not only has 
in obvious growth prospect but a 
very dynamic one. These equities 
eet with enthusiastic speculative 
demand on every reaction—and very 
likely some investors are putting 
lng term money into them. Ac- 
tually, it is impossible to appraise 
this situation on any real invest- 
ment basis. Net earnings will be far 
fom impressive during the war. 
While one can count on big expan- 
ion of volume after the war, long 
term profit prospects are much less 
certain. This is partly because large 
sums will have to be invested in 
‘quipment over a period of years, 
coming partly out of earnings, part- 
ly out of financing that will dilute 
present equities; and partly because, 


SEPTEMBER 5, 1942 


like the railroads and utilities, air 
transport will remain under a high 
degree of Government regulation 
and to that extent “in politics.” 

In the accompanying tabulation 
we present a selection of stocks 
which we believe to have relatively 
favorable war-time prospects and 
above-average post-war potentiali- 
ties. Most, though not all, are in the 
field of consumers’ durable goods. 
For perspective, the table shows the 
average annual earnings of these is- 
sues over the pre-war years 1935- 
1939 and the ratio of recent market 
price to such earnings. This list is 
representative rather than inclusive. 





Your Best Hedges Against 
Inflation 





(Continued from page 535) 


proven management as well as prop- 
erty. In many cases stocks can be 
bought (at the present time) well 
below estimated liquidating value 
per share, in some cases at below the 
value of the net quick assets. 

However, the buyer of common 
stocks has the problem of selecting 
the industries which may afford the 
best protection against inflation. 
Popular groups are coppers and lead, 
cils, fertilizers, meat packing, sugar, 
coal, paper and other “commodity” 
industries, but at the present time 
the problem of choosing industries is 
complicated by the many war-time 
restrictions and tax burdens now 
coming into operation. The copper 
industry has been hurt by the low 
price ceiling, the sugar and oil indus- 
tries by rationing, etc., hence the 
investor has to watch each industry 
carefully and change his portfolio 
from time to time. 

(10) However, it is possible for 
the investor to delegate this problem 
of portfolio management, as well as 
to simplify his problem of diversify- 
ing among the various industries. 
He can buy the common stocks of 
the large well-managed investment 
trusts. These may be divided rough- 
ly into three categories: open-end, 
management and leverage. In buy- 
ing open-end trusts the holder re- 
ceives a fixed or semi-fixed port- 
folio and pays a slight premium over 
liquidating value, known as a load 
factor; in return for this extra cost he 
is assured of ready redemption by the 


company at any time, at approxi- 
mately the liquidating value. Some 
investors prefer this liquidity and are 
willing to pay for it, but as an infla- 
tion hedge we prefer the manage- 
ment or “closed” trusts. Some of 
the best of these, such as Lehman 
Corp. and National Bond and Share, 
can be purchased on the Big Board 
at a substantial discount below 
liquidating value. In buying them 
the investor obtains proven and con- 
servative management which strives 
to adapt the portfolio to changing 
conditions. In the long run these 
trusts do better than the market 
iiself, and they usually keep a sub- 
stantial back-log of uninvested cash. 

However, since the average in- 
vestor can probably put only a mod- 
erate portion of his total resources 
into the hedge, he will wish to obtain 
maximum protection. This can be 
gained by buying the “leverage” 
trusts, of which a number are traded 
on the Big Board or Curb at fairly 
low price levels—Tri-Continental, 
Adams Express, American General, 
American International, Atlas, 
Equity, General American Investors, 
U. S. & Foreign, etc. In most of 
these companies the leverage factor 
(i. e., the large amount of bonds or 
preferred stock outstanding) has 
affected common stockholders ad- 
versely during the long decline in 
stock prices since 1929. But their 
present low price level and the high 
degree of leverage which some of 
them enjoy seem to make them per- 
fect inflation hedges. Since the 
price is so low the average investor 
can easily “take on” a number of 
them, thus protecting himself 
against complete loss in one or two. 

Finally, as the “ultimate” in such 
a form of hedge, one can buy a few 
thousand units of the very lowest 
priced issues. We have in mind, for 
example, Atlas warrants, currently 
quoted on the Curb around 4, 
which give the owner the right to 
buy common stock at $25 a share. 
These warrants sold as high as 
7/16ths this year and 11/16ths last 
year—the latter price would repre- 
sent a gross profit of about 75% over 
the present cost. Some years ago 
they sold as high as 10—or forty 
times the present level. Even though 
they have no value for subscription 
purposes until the common stock 
(now around 614 on the Exchange) 
exceeds $25 nevertheless they should 
sharply reflect any substantial rise 
in the general market. 











War Factors Spur to 
Aviation Progress 
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been provided through bank loans 
and financing by securities sales. 
However, such financing methods 
are no longer considered practicable, 
in view of the heavy capital needs. 
The cost-plus-fixed fee arrangements 
provide that the Government, to all 
practical purposes, purchase the es- 
sential materials and pay the work- 
ers’ wages, thereby relieving the 
manufacturing concern of a large 
portion of its financial burden. While 
it is acknowledged that profit mar- 
gins may be considerably reduced 
under the latter arrangement, there 
are compensating factors, among 
which may be mentioned elimina- 
tion of loses due to possible cost ad- 
vances, as well as avoidance of an 
inflated capital structure in future 
years. Moreover, with capital 
liabilities thereby reduced, manage- 
ments of aviation companies may be 
inclined to pursue a more liberal 
dividend policy than would other- 
wise be the case. 

Air mail rate cases have been re- 
opened by the Civil Aeronautics 
Board in connection with appeals 
by American Airlines, Inc., and 
Eastern Airlines, Inc The C A B, 
in review of the American Airlines, 
Inc., mail rates several months ago, 
ruled that this company had been 
overpaid $3,816,000 by the Govern- 
ment. Previous rates had been be- 
tween 25 cents and 33 1/3 cents 
per pound mile, but the C A B pre- 
scribed a rate of 12 cents per mile 
on schedules designated by the Post- 
master General. In the case of East- 
ern Airlines, the proposed new rates 
would have cut the average rate per 
pound mile approximately in half. 
Based on 1941 operations, it is stated 
that had the proposed rates been in 


effect during that year, earnings: 


would have amounted to only $1.20 
per share, instead of the $2.81 actu- 
ally reported. Revenues from mail 
provided nearly 15% of the total 
for Eastern Airlines, Inc., in 1941. 

Perhaps the most formidable war 
weapon of the air is the Boeing Air- 
plane Co. “Flying Fortress,” which 
not only is being turned out in mass 
production, but is also being manu- 
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factured by other concerns through 
the means of subcontracting. The 
company has large orders for these 
bombers, most of which are on a 
cost-plus-fixed fee basis. Output of 
warplanes by Consolidated Aircraft 
Corp. is running considerably ahead 
of schedules. This excellent per- 
formance is attributed in large meas- 
ure to adoption of mechanized as- 
sembly lines, resulting in tripling of 
production speed. Curtiss-Wright 
Corp. is reported to possess the larg- 
est backlog of orders in the aviation 
industry. Military restrictions pre- 
vent the publication of exact 
amounts, but these orders are esti- 
mated at over $1,000,000,000. 

War orders of Douglas Aircraft 
are being processed principally on a 
fixed-fee basis, with some estimates 
placing the ratio as high as 90% of 
the total. Earnings of this concern 
have risen perpendicularly in the 
past two fiscal years, but taxes this 
year will doubtless result in sharp 
reversal of this trend. Plant ex- 
pansion of Glenn L. Martin Co., at 
its Maryland factory has been prac- 
tically completed, the entire cost of 
such expansion being amortized by 
the Government over a five-year 
period. Few details relating to oper- 
ations of the Martin company are 
available, but war orders are stated 
to be of very large proportions. 

Sperry Corp., manufacturer of a 
wide lines of precision devices, has 
also been favored by tremendous 
Government orders, upon some of 
which contract prices have been re- 
duced in the estimated sum of $100,- 
000,000. United Aircraft holds un- 
filled orders approximating $%700,- 
000,000. A portion of savings result- 
ing from operating economies has 
been refunded to the Government. 

In both the transportation and 
manufacturing divisions of aviation, 
continued expansion of gross reve- 
nues is anticipated over coming 
months. The rate of gain will be 
influenced, of course, by final con- 
tract adjustments in the case of the 
concerns engaged in war production. 
With respect to the transport group, 
the benefits of substantial increases 
in air mail and express carried will 
be offset to some degree by the loss 
of mail rate income. 

In the final analysis, taxes will be 
the determining factor, and_ will, 
with few exceptions, depress 1942 
earnings results, in both depart- 
ments of the aviation industry. 
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Movie Profit Outlook 
Optimistic 
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subsidiaries. Constant progress has 
been registered by the management 
in reducing indebtedness, as well as 
preferred stock, with the ultimate 
objective of making the common 
shares the sole capital issue. 

For the first three months of 1949, 
Twentieth Century-Fox Film Corp. 
reported earnings improvement over 
the 1941 March quarter. Cash hold- 
ings at the end of 1941 were $6,587, 
000, not including blocked funds in 
Great Britain, and were approxi- 
mately equal to current liabilities, 

Warner Bros. Pictures, Inc., for 
the 39 weeks ended May 30, 1949, 
reported profits equa] to $1.37 per 
share of common, as against $1.12 
for the comparable period one year 
earlier. Theaters are operated by 
the company in nearly 200 cities, 
mostly in eastern states. The com- 
pany also holds a 25% interest ina 
British concern which owns or oper- 
ates more than 400 theaters in Great 
Britain. 

Although movie securities are cur- 
rently selling at approximately 1942 
maximum prices, attractive oppor- 
tunities are still available in such 
issues as Loew’s. Inc., and Para- 
mount Pictures, Ine. 





For Profit and Income 
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Electric Power & Light stock pur- 
chase warrant which sold as high as 
787% in 1930. In that year, the com- 
mon stock made its highest level, 
going far above the 1929 best figure, 
when it reached 10314 in 1930. The 
Electric Power & Light warrants sold 
as high as 14 in 193%. Someone must 
have expected some big things of the 
common stock that year, fer at that 
price for the warrants, the stock 
should have been at 39, but the best 
that it did was to make a high of 
2652. Which points a lesson—lo 
not buy warrants if they are too far 
above the current proper ratio for 
buying the common stock. 
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(Continued from page 556) 


inability to obtain what its clientele 
wants to buy in this classification. 
General Foods faces shortages of 
tapioca, chocolate, arrowroot, cocoa- 
nut and all kinds of transportation 
problems. The sugar companies in 
Cuba do not know what price we 
will pay for their sugar next year or 
how much of it we will be able to 
take. The oil industry is faced with 
rationing and a rubber shortage 
which will limit automobile use as 
well as with a huge demand for avia- 
tion gasoline and fuel oil. In short, 
everything is stirred-up, mixed-up, 
uncertain and in flux. If there ever 
was a time of uncertainty, it’s now; 
and the uncertainty is increased 
rather than diminished by the large 
volume of non-recurrent war work 
which corporations are handling. 


Some First Half Reserves 


Endicott-Johnson earned $2.3 mil- 
lion in the year ended May 31, 1942, 
after charging off $3.95 million for 
taxes and $0.85 million as a reserve 
against huge hide inventories. Surely 
the money tied up in hide inventories 
could not have been paid out in 
dividends to stockholders, and surely 
there is danger of loss in hides in a 
situation where transportation from 
South America is so uncertain, and 
unsold hides are piling up on the 
docks of Buenos Aires and Monte- 
video. 

General Electric, which is not 
earning as much (after taxes) on a 
sales volume of $900,000,000 or so a 
year as it earned on $212,600,000 
sales in 1940, and which is working 
largely on war work, set aside a $17 
million special contingency reserve 


in the first half. This hardly seems 


excessive against the problems of re- 
adjustment to peace. 

Standard Brands, confronted 
with shortages of coffee, tea, spices 
and gasoline, and in the midst of a 
much needed managemental rehabili- 
tation, charged off $4 million in re- 
serves last year and $1.5 million ad- 
ditional in the first half of 1942. This 
large charge-off would be subject to 
some criticism were it not for the 
obvious fact that Standard Brands 
was in imperative need of the thor- 
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ough internal reorganization which 
it is getting. The new officials should 
not be held responsible for former 
policies. 

General Motors, which reported a 
net of only 99 cents a share for the 
first half year against $1 paid out in 
dividends during the period, charged 
off $8.8 million for “post-war con- 
tingencies and rehabilitation,’ $10 
million for liquidation of peace-time 
inventory and $14.4 million for possi- 
ble losses in connection with the re- 
negotiation of war contracts. 

Loew’s, Inc., may be a little over- 
liberal with reserves (the company 
also is liberal with its executives and 
stars). In the first 40 weeks of the 
fiscal year just ended it charged off 
$4.6 million for contingencies against 
$3.1 million a year ago and $3.1 mil- 
lion two years ago. 


National Lead, which earned 
$1,977,827 in the first half (31 cents 
a share) against $3,289,000 (75 cents 
a share) in the first half of 1941, de- 
ducted special reserves of $625,000. 
In view of the company’s known 
conservative bookkeeping policies, 
this seems liberal to say the least. 
But who can say that National 
Lead’s conservative policies have 
been to the disadvantage of stock- 
holders in the past? 


U. S. Steel in the first half de- 
ducted $12 million for contingencies 
against $9 million a year ago, show- 
ing a net for dividends of $33.8 mil- 
lion against $61.3 million. 

U. S. Rubber provided $2,471,649 
for war losses in the first half, a sum 
which does not begin to cover what 
the company lost, even after using 
up all old contingency reserves. 

There is a good deal of argument 
about what United Aircraft is doing. 
The policy apparently is to keep 
earnings from either declining or ad- 
vancing by renegotiating contracts 
and providing fairly large reserves 
for post-war contingencies. It can 
be contended that United Aircraft 
is getting a lot of new machinery and 
new plants out of this war, and that 
it is bound to emerge from it a 
stronger and better company; that 
by selling convertible preferred stock 
last year in time, the company 
avoided a serious cash shortage; that 
some dividend inducement to con- 
vert this preferred into common 
should be offered; and that the air- 
plane engine business may be bigger 
after the war than ever before. Com- 
plaining stockholders should note 
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Convertible Preference Stock, 
$4.25 Series of 1935, Dividend 


A quarterly dividend of $1.0644 on the Con- 
vertible Preference Stock, $4.25 Series of 1935, 
of MERCIAL INVESTMENT TRUS1 
CORPORATION, has been declared payable 
October 1, 1942, to stockholders of record at the 
close of business September 10, 1942. The trans- 
fer books will not close. Checks will be maileu 


Common Stock, Dividend 


A quarterly dividend of 75 cents per share in cash 
has been declared on the Common Stock oi 
COMMERCIAL INVESTMENT TRUST 
CORPORATION, payable October 1, 1942, to 
stockholders of record at the close of business 
September 10, 1942. The transfer books will not 
close. Checks will be mailed. 

JOHN I. SNYDER, Treasurer. 


August 27, 1942. 


that their equity sells higher in rela- 
tion to earnings and dividends than 
most of the other aircraft issues, and 
that they are getting fairly depend- 
able dividends. Perhaps they are 
not so badly off after all. 

Goodyear Tire & Rubber in the 
first half year took the bull by the 
horns and wrote off $8.2 million in 
reserves, cutting profits down to $4.1 
million, and then cut the dividend 
from 37144 cents quarterly to 25 
cents quarterly. What would you 
do, reader, if you were in the rubber 
and tire business under present con- 
ditions and had lost all your Far 
East plantation investment? East- 
man Ixodak set up a $1.8 million re- 
serve for inventories and cut the 
dividend rate. 








Clash of Interests with Creditors 


One of the most interesting situa- 
tions we have in the financial situa- 
tion at present surrounds the matter 
of railroad earnings and railroad divi- 
dends. The railroads may not be 
labellmg anything “reserves” but 
they are making pretty liberal pro- 
vision for the cash which they may 
need to take care of the next finan- 
cial crisis they may have to face. 
Cash is pouring into the railroad 
treasuries at a terrific rate, and very 
little of it is going out to stockhold- 
ers. Atchison is paying at the rate 
of $6 per annum out of earnings of 
$15 to $18 this year, Atlantic Coast 
Line $2 or $3 against estimated 
profits of $21, Southern Railway 
nothing on preferred or common 
against a net of $15 to $17 on the 


‘common after preferred dividend 


requirements, and soon. Part of the 
inflow of cash is being used to retire 
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floating debt and bonds selling at a 
discount or bonds with nearby ma- 
turities, but most of it is going to 
build up cash reserves which may be 
needed later. Basing future expecta- 
tions on past experiences, the rail- 
roads feel pretty sure they are going 
to need cash badly again some day, 
and they don’t want to have to go 
down to the bottom of the box to 
vet collateral to secure grudgingly 
granted current loans. 

Take Southern Railway for in- 
stance; if the Standard-Poor’s esti- 
mates for this year are realized, the 
company at the end of 1942 will have 
earned $97 a share on the preferred 
stock (now about 3114 and out of 
the dividend ranks for more than a 
decade) im - the preceding 48 
months. The management is known 
to be reluctant to declare a dividend 
because it thinks that a huge cash 
reserve should be built up, that the 
high coupon rate development and 
general bond tssue should be reduced 
or refunded, and that cash should be 
set aside for further physical rehabili- 
tation of the property. But what 
about the stockholder? If he can’t 
get a dividend of $5 a share on his 
preferred stock when the company is 
earning that amount at least 8 times 
over, when can he expect a return? 
The company has the cash. Will it 
still have the cash after the war? It 
is better for the stockholders to get 
dividends; and better for the bond- 
holders, and for Southern Railway 
as an institution (perhaps), if stock- 
holders no longer are deprived of 
income on their investment. 

There may be exceptions( South- 
ern Railway may be one), but on the 
whole managements are not being 
too liberal in the matter of reserves 
or too stingy in the matter of divi- 
dends.. There are real contingencies 
in this highly pathological business 
situation, and ahy management 
which does not recognize them is not 
fit to deal with other people’s money. 





DIVIDEND NOTICE 





TEXAS GULF SULPHUR COMPANY 


The Board of Directors has declared a dividend 
of 50 cents per share on the Company's capital 
stock, payable September 15, 1942, to stock- 
—— at the close of business Septem- 


ber 1, 
H. F. J. KNOBLOCH, Treasurer. 





NATIONAL DAIRY PRODUCTS 
CORPORATION 


A dividend of 20e per share on the Common stock 
has been declared, payable October 1, 1942, to 
holders of record September 8, 1942. 

GEORGE H. RUTHERFORD 


August 27, 1942 Treasurer 
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Killing the Goose That Lays the Golden Eggs 
(Continued from page 530) 





limited corporate profits for the dur- 
ation of the war to a 4 per cent re- 
turn on invested capital? Why? Be- 
cause what they most needed was the 
most efficient possible war produc- 
tion in the maximum possible vol- 
ume—and it dawned on them in 
practice, as any level-headed econ- 
omist could have told them in ad- 
vance, that you can’t get efficient 
capitalist production if profits are 
too rigorously restricted. This is 
not a matter of capitalist greed 
but just human nature and ordi- 
nary horse sense. The capitalist 
has to take some risk. If the maxi- 
mum possible return is not commen- 
surate with the risk involved, who is 
going to take it? 

On most matters we do not see 
eye to eye with Senator Taft but in 
recently advocating a sales tax he 
sketched the highlights of our pres- 
ent tax situation more strikingly 
than anybody else has done, as fol- 
lows: 

“The trouble with this bill,” said 
the Senator, who is a member of the 
Finance Committee, “is that it fails 
to tax two-thirds of the people’s in- 
come. Out of a total of $95 billions 
of net income received by 130 mil- 
lion people, $36 billion or 37 per cent 
escape taxation altogether. It isn’t 
even shown on any income tax re- 
turn. Then $5214 billions is exempt 
under the personal exemptions, 
earned income credit and credit for 
dependents. Only $2614 billion of 
income out of $95 billion, or 28 per 
cent, pays income taxes. 

“The total paid by 130 million 
people is $21 billions less than what 
we are collecting from business cor- 
porations. About half of what we do 
get from individual incomes comes 
from those with incomes of more 
than $10,000 a year. We get more 
money from liquor and _ tobacco 
taxes than we do from the income of 
90 per cent of the people whose net 
income is $3,000 a year or less.” 

It is just plain fantastic that Fed- 
eral corporation taxes should greatly 
exceed total Federal income taxes of 
all the individuals in this country, 
including the doubly taxed stock- 
holders. 

The following suggestions are in 
order: 


(1) Total corporate income taxes, 
including excess profits tax, should 
not at the outside exceed 80 per cent 
of earnings. Normal and _ surtax 
rate should not exceed 40 per cent. 
Utilization of the remainder should 
be at the discretion of the corpora- 
tion. If handled as a post-war re- 
fund, it would have to be paid to 
the Treasury in cash, could only be 
recovered when the Government 
elected and could only be utilized for 
purposes formulated by political de- 
cision. 

(2) Tax rates for both corpora- 
tions and individuals should be fixed 
at the earliest possible time for the 
entire duration of the war. 

(3) Corporate normal and surtax 
should be deducted from earnings 
before application of the excess prof- 
its tax. 

(4) The grossly unfair double 
taxation of dividend income should 
be eliminated by either (a) granting 
ing stockholders a credit for income 
taxes already paid by the corpora- 
tions; or (b) by granting corpora- 
tions an income tax credit for pre- 
ferred and common dividends paid. 

(5) A sales tax to raise not less 
than $5 billion a year should be 
promptly enacted, more than offset- 
ing reductions in corporate taxes 
outlined above. Sales taxes are estab- 
lished and long accepted revenue 
producers in more than half of our 
states; and, at higher rates than 
necessary here, are a cardinal aspect 
of the war financing of England, 
Canada, Australia and New Zealand. 
Public opinion polls indicate that a 
war sales tax has popular approval. 

If you agree with the views ex- 
pressed here, one thing you can do 
is write what you think to your Rep- 
resentatives and Senators. 
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This New 





‘Free Air Mail 
Service 


() Check here if you 
wish Air Mail and it 
will expedite delivery 
of our weekly and spe- 
cial bulletins. This ser- 
vice is provided FREE 
in such eases in United 
States and Canada. 


We serve only in an 
advisory capacity, han- 
dle no funds or securi- 
ties and have no finan- 
cial interest in any 
issue or brokerage 
house. Our sole objec- 
tive is the growth of 
your capital and in- 
come through counsel 
to minimize losses and 
secure profits. 
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With the market completing its final adjustments to 
our total war economy . . . with selected securities 
having discounted the adversities of war and taxes 
. .. exceptional opportunities exist for liberal dividends 
plus capital growth. 


Now, while purchases may still be made at depressed 
prices, you can take an advantageous position for the 
better markets ahead. As a Forecast subscriber, you 
will be advised what and when to buy .. . and when 
to sell . . . through specialized programs suited to 
your capital and objectives. 


Forecast Advices Now Geared 


to New Intermediate Trend Indicator 


It is now over four months since this New Indicator 
was put into actual operation . . . after almost three 
years of intensive laboratory work during which it 
proved up as shown by the record herewith. 


You would have the assurance of knowing that this 
timing barometer . . . effective in gauging complex 
war markets . . . is now fully coordinated with our 





— careful selections of securities for short term and 
SELL April 6, 1940.... 151.10 longer term holding. 
BUY June 10, 1940.... 111.84 
SELL Nov. 7, 1940.... 137.70 Subscribe to the The Forecast NOW .. . to par- 
BUY April 23, 1941.... 116.40 ticipate in our recommendations of stocks to buy on 
SELL August |, 1941.. 128.20 recessions. Nine are open ... three under 39 as 
BUY April 23, 1942... 95.00 Trading Advices; three under 28 in our Bargain Indi- 
OPEN August 29, 1942. 106.41 cator; and three under 18 as Unusual Opportunities. 
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Six Rail Securities for 
Appreciation 





(Continued from page 557) 


months ended June 30, 1942, which 
showed earnings on the common 
equal to $7.79 a share, contrasting 
with the $1.89 a share earned in the 
like period of last year. Since the 
closing half of the year is seasonally 
the most profitable, it is not difficult 
to visualize earnings for the full year 
of between $15 and $20 a share, de- 
spite the fact that taxes are reaching 
unprecedentedly high levels. On 
that basis and in view of the still 
promising outlook for this strong rail 
system, the common at present 
levels of around 45 seems to hold un- 
usual attraction for market action. 
Dividends are indicated at a mini- 
mum of $4 a share this year. 


Southern Railway Preferred 


While the shares have paid no 
dividend since 1931, Southern Rail- 
way Preferred appears to us to be in 
line for a resumption of payments 
during the not distant future. Last 
year earnings of the road equaled 
#32.28 a preferred share and it is ap- 
parent that the showing for the cur- 
rent year will be even more impres- 
sive. In the report covering the first 
six months this year, the carrier 
earned the equivalent of $18.81 a 
share or well above the $12.76 
earned in the like 1941 period. The 
road was hit hard during the early 
depression years and it was neces- 
sary to creat considerable debt both 
in the form of Government and pri- 
vate bank loans. The debt to the 
RFC was completely liquidated 
early last year and earnings were 
then applied to the extinguishment 
of all bank loans. As the situation 
now stands the road is unquestion- 
ably in the best financial shape in 
many years with cash likely to be 
accumulated at an accelerated pace 
over the months ahead. Traffic like- 
ly will continue to hold at a high 
level and outlays on equipment are 
being curbed by growing material 
shortages. The management has 
previously indicated that dividends 
would have to await a strengthened 
financial position, but with all float- 
ing debt now cleared up and earn- 
ings continuing at a high level, the 
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prospect is one certainly justifying a 
feeling of optimism at recent price 
levels of around 31, a figure less than 
indicated earning power on the stock 
for the year. 


Gulf Mobile & Ohio Preferred 


Formed in 1940 as a result of the 
amalgamation of the Gulf Mobile 
& Northern and the Mobile & Ohio, 
the Gulf Mobile & Ohio seems to be 
fully justifying the most optimistic 
claims of its organizers. Last year 
the road earned the equivalent of 
$7.10 a share on the 283,760 shares 
of $5 preferred stock and all indica- 
tions point to an even better show- 
ing this year. Thus for the six 
months ended June, 1942, earnings 
of $4.89 a preferred share compared 
with $3.24 for the like period of last 
year. Both freight and passenger 
revenues have been running well 
above last year’s level and prospects 
in this regard continue bright. In 
1941 the road paid a dividend of 
$2.50 in December on each share of 
the preferred. These shares became 
cumulative on July 1 of this year at 
the full $5 annual rate, depending 
upon earnings after certain deduc- 
tions, and since earnings should cov- 
er the full rate by a good margin, the 
stock should prove a liberal dividend 
producer at recent levels of around 
2814. Chances are that a dividend 
of $2.50 a share will be paid in De- 
cember, the same as last year, with 
another similar payment sometime 
early next year. In view of this in- 
dicated liberal dividend return as 
well as the promising war-time earn- 
ings outlook for the road, the shares 
seem to offer unusual attraction at 
this time. 


Erie Railroad General Income 
4V2s, 2015 


In addition to the promising pre- 
ferred and common stocks discussed 
above, we could hardly overlook the 
liberal income afforded by such 
bonds as the Erie Income 4%s of 
2015. Since interest payment on 
bonds is a deduction before income 
taxes, the effects of rising taxation 
are of less concern than in the case of 
equities. Earnings are running well 
in excess of interest requirements 
on the issue and this situation likely 
will continue during the war years, 
at least. The bonds are cumulative 
only to the extent earned up to a 
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maximum of 1314% and there seems 

























way 

to be little doubt as to the full pay- ° 
ment on April 1, of each year as long Biyjk 
as earnings continue at the present  §§ jee 
level. With the bonds priced around § imo 
5014, the current return is approxi-  § whi 
mately 9%. Despite the rise in taxes §f jate 
and other expenses, the showing for § jy { 
the six months ended June 30, last, ff joas 
was the best since reorganization, § pon 
with charges, including contingent ple, 
interest on these bonds, earned bet-  § niilli 
ter than twice over. The character § yilli 
of the territory served is such as to fi expe 
suggest that loadings will continue high 
at record levels over the months § arr 
ahead. Finances are in good shape § to n 
and debt conservative in relation to fi ered 
normal earning power. time 
befor 

Chicago Great Western Income 9 §)ayi 
42s, 2038 has 

earn 

Similar in many respects to the All! 
Erie Income, the Chicago Great June 
Western Income 414s, of 2038 at re- Bfivtal 
cent price levels of 37 yield an even 90. 
higher return and certainly appear able 
worthy of consideration in any list of mad 
matu 





this type. The bonds were issued in 
connection with the road’s reorgan- 
ization early in 1941. Interest be- 
came cumulative from January of 
1938 and upon issuance last year the 
three years back interest was paid 
from accumulated earnings. Since 
then the margin by which interest 
has been earned has tended to in- 
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While expenses and taxes this year §)¢ an 
will tend to minimize the effects of frou; 
rising gross business, a similar cover- fF disc 
age should nevertheless be shown for ot 
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the full year. The road operates in 
an agricultural territory and _load- 
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ings do not show the wide fluctua- 
tions of some of the largely indus- War 
trial carriers. In view of the indi- § Aw 





cated ample coverage of interest on 
the income bonds, these appear to be 
in line for increasing investor and 
speculative interest during the peri- 
od ahead when many industrial com- 





(¢ 






Lotor 







he sa 
mon stocks will feel the effects of Bhe gix 
rising war-time taxes. Delive 





‘onduc 
IN exce 

In t 
Viatic 
ange 
ssures 
ndefin 
luces 





Southern Pacific 4'/2s, 1969 






Priced around 54, the Southern Pa- 
cific 444s of 1969 yield a current re- 
turn of 814% which, considering the 
low return still prevailing on high 
grade obligations, seems to go a long 
































EPTE 





o the 
Great 
at re- 
1 even 
ppear 
list of 
ued in 
organ- 
st be- 
iry of 
ar the 
s paid 
Since 
iterest 
to in- 
ar and 
harges 
times. 
is year 
ects of 
covel- 
ywn for 
ates in 
| load- 
luctua- 
indus- 
e indi- 
rest on 
ir to be 
or and 
1e peri- 
al com- 
ects of 


1969 


ern Pa- 
rent re- 
ring the 
yn high 
o a long 


STREET 


yay toward offsetting the risks in- 
yolved under present conditions. 
like the Santa Fe, this road had 
heen called upon to handle the vast 
qmount of trans-continental freight 
which has resulted from the war and 
lately has been further stimulated 
by the shipping shortage along the 
coastal routes. In the first six 
nonths of the current year, for exam- 
ple, gross revenues rose to over $200 
nillion, as compared with some $133 
nillion the year before. Taxes and 
expenses were of course sharply 
higher, but the road was still able to 
carry a part of this income through 
to net and fixed charges were cov- 
eed by the adequate margin of 2.78 
times as against 1.96 times a year 
before. Since the company has been 
yaying no dividends on its stock, it 
hs been able to use recent high 
aming power to improve finances. 
All bank loans were cleared up last 
Jme, bringing to $40 million the 
total of emergency debt retired since 
1940. In addition to this remark- 
ible progress-with floating debt, the 
nad has been purchasing its early 
maturing bond issues in the open 
warket so that the amount to be 
taken care of at maturity will be 
materially reduced. There are esti- 
mated to be about $8 million of the 
‘an Antonio & Aransas Pass 4s ma- 
turing next year out of a total origi- 
ually outstanding of some $20 mil- 
lion. The next big maturity prob- 
km comes up in 1946, when a $55 
million issue of 334s fall due. It is 
believed that this maturity also will 
be anticipated by the management 
through open market purchases at 
idiscount. What this means to the 
holders of the junior bond issues is 
obviously on the constructive side. 





War Orders Give Impetus to 
Automotive Operations 





(Continued from page 552) 


Motors Corp., were also affected by 
he same conversion factors during 
he six months ended June 30, 1942. 
Deliveries of war materials are being 
‘onducted at a rate reported to be 
hexcess of $1,600,000,000 annually. 
In the accessory division, Bendix 
viation Corp. is favored with a 
arge volume of war orders which 
Msures capacity operations for the 
tdefinite future. This concern pro- 
uces about 80 types of equipment 
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for airplanes, and is also shipping 
ordnance items, which include me- 
chanical time fuses, aircraft guns, 
and gun chargers. 

Clark Equipment Co. is turning 
out axles, wheels, transmissions, 
brakes and other automotive parts 
for military purposes. Heavy taxes 
in the first half of 1942 cut net 
profits slightly below the compar- 
able 1941 figures, but the June 30, 
1942, balance sheet disclosed a sound 
working capital position. Tran- 
sition of Motor Products Corp. to a 
full-war-time basis is continuing. Or- 
ders include those for airplane gun 
turrets, among other armament 
items. For the nine months ended 
May 31, 1942, Spicer Mfg. Corp., 
reported profits of $7.50 per share of 
common, compared with $7.07 per 
share in the previous similar months. 
This manufacturer of axles, shock 


absorbers, propeller shafts, transmis- 
sions, etc., holds large direct war or- 
ders, and is also supplying other 
concerns which are similarly favored. 

Firestone Tire & Rubber Co. is 
devoting facilities almost entirely to 
war production, orders including 
such widely diversified items as anti- 
aircraft gun carriages, gas masks, 
bullet-sealing fuel and oil tanks, air- 
plane wheels and brakes, rubber pon- 
toons, barrage balloons, and oxygen 
cylinders (used in high altitude fly- 
ing). Sales of General Tire & Rub- 
ber Co. in the half-year ended May 
31, 1942, were affected by the 
change-over to a war basis. It is 
stated that the company has re- 
ceived orders for large-sized military 
truck tires, as well as for other rub- 
ber and non-rubber products, con- 
ducing toward maintenance of opera- 
tions at high levels. 





The Amazing Food Industry 
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reported net income of $1.25 per 
share, compared with $1.21 for the 
first six months of 1942 and 1941, 
respectively. 

Armour & Co. and Swift & Co. are 
the leading factors in the packing in- 
dustry and allied lines. While sales 
prospects of the former are encour- 
aging, resumption of dividends on 
the common seem remote, in view of 
the substantial preferred arrears. 
Furthermore, defraying the expense 
of the company’s high-cost inventor- 
ies has compelled large drafts against 
bank credit It was stated early in 
August that Swift & Co. had been 
awarded the Government’s initial 
contract for production of dehy- 
drated beef and would presently be- 
gin work on an initial 80,000-pound 
order. 

Despite the vase requirements of 
our fighting forces, ample supplies of 
various dairy products are available 
for civilian consumption, and no 
shortages are indicated, at least for 
the remainder of 1942. Milk output 
is running 5% over a year ago, 
domestic cheese about 45%, and 
evaporated milk around 30% above 
corresponding 1941 levels. 

Earnings of Borden Co., for the 
first half of 1942, amounted to 77 
cents per share, or slightly under the 
80 cents per share reported for the 
similar 1941 months. This concern 


also enjoys a dividend record unin- 
terrupted since 1899. National Dairy 
Products Co., the largest factor in 
the dairy trade, also reported a slight 
drop in net income for the first half 
of 1942. Dividends have been paid 
continuously since 1924. 

Beech-Nut Packing Co., with its 
forty-year dividend record, reported 
a drop in six months’ profits to $2.92 
per share from $3.57 last year. Earn- 
ing of Hershey Chocolate Co. were 
sharply lower for the first half of 
1942, falling to $2.53 from $4.27 per 
share of common. The inventory 
position of this company was un- 
usually strong at the end of 1941, 
amounting to nearly 55% of total 
assets. 

Profits of two of the outstanding 
organizations in the miscellaneous 
foods lines—General Foods Corp., 
and Standard Brands, Inc.—were 
also lower for the first six months of 
1942, notwithstanding substantial 
sales increases. Higher taxes con- 
tributed to the less satisfactory ex- 
hibits. Increasing utilization of the 
quick-freezing food process owned 
by General Foods Corp., is a con- 
structive factor from a long-range 
sales standpoint, while Standard 
Brands, Inc., is actively engaged in 
the development of a number of new 
food products, which are expected 
to open up new fields for sales expan- 
sion. 








Aided by the tremendous volume 
of Government orders, virtually all 
of the leading factors in the automo- 
tive field appear destined to achieve 
substantial gains in operating in- 
come—at least to the extent where 
such results are not shaded by fur- 
ther adjustments on contract prices. 
However, appreciable increases in 
Federal taxes will, with few excep- 
tions, nullify this advantage, as a 
consequence of which net profits will 
range generally below the commend- 
able exhibit of 1941, but not so bad, 
all things considered. Investment 
confidence in the post-war prospects 
of these industries—which will have 
a large deferred consumer demand to 
work on—may be expected to pro- 
vide better than average market 
support for the automotive and tire 
stocks for an indefinite time to come. 





Answers to Inquiries 
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peacetime business are to be ex- 
pected. However, the long-time 
program of diversification begun 
some years ago is now showing def- 
inite results, enabling the company 
to take part in the national defense 
program.” If the 100 shares which 
you now own do not represent too 
large a part of your total portfolio, 
we could see no necessity of dis- 
turbing your position in the shares 
at current price levels. Additional 
purchases will naturally depend 
upon your individual circumstances 
and whether or not you are in a po- 
sition to assume the obvious market 
risks involved in this type of com- 
mon stock holding. 


Schenley Distillers Corp. 


Please tell me what I can expect of my 
Schenley Distillers Corp. common stock, es- 
pecially in the light of its performance since 
the recent permission by O.P.A. to increase 
liquor prices. I own 100 shares for which I 
paid 25%. Do you believe the stock will 
again reach these levels in the near future? 
How does the company stand from an in- 
ventory standpoint and the continued pro- 
motion of its established brands? Will pro- 
duction of industrial alcohol for war purposes 
be an important factor in this year’s earnings? 
—C. M. A., Milwaukee, Wisconsin. 


During the recent market rally the 
action of distilling shares has been 
outstanding and _ justifiably _ so. 
Looked at from any angle that you 
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please; asset value, earning capacity, 
dividend return, inflation hedge, 
these stocks appear to merit close at- 
tention at this time. All distilling 
companies are now engaged 100 per 
cent in the production of alcohol for 
war purposes but, unlike most in- 
dustries which have been so di- 
verted, the distilling industry is in a 
position to carry on its regular busi- 
ness for at least five years. Just how 
profitable the war orders will be is a 
matter of conjecture. However, it 
seems reasonable to assume that a 
decent profit will be permitted. 
Meanwhile their inventories are con- 
stantly increasmg in value as the 
improvement in quality far out- 
weighs the slight shrinkage under- 
gone by whiskey in good cooperage. 
Schenley Distillers has the largest in- 
ventory of any company in this 
country. It owns 110,000,000 gallons 
or about one-fifth of our domestic 
supply. If this whiskey is appraised 
at only $1.00 a gallon Schenley’s net 
working capital after deducting all 
liabilities has been estimated to be 
from $71 to $75 a share on the com- 
mon stock. The price of 18 repre- 
sents only about one-fourth of the 
net working capital. Estimated 
carnings for this year are about $4 
so that the stock is selling at only 
41% times earnings. While the com- 
pany has no set dividend policy one 
dividend of 50 cents has already 
been declared this year and indica- 
tions point to another such dividend 
with possibly an extra. The financial 
position of the company is excellent 
and the total debt outstanding is 
only $24,000,000 as compared with 
current assets which we value at 
about $144,000,000. Whether the 
stock will reach 25 or not depends 
upon the general market action. We 
believe it is a good stock to hold 
and to add to at these prices. 


Acme Steel Company 


Ts it now conclusive that Acme Steel will 
operate at capacity due to war work? I 
understand that for several months the com- 
pany was faced with the problem of getting 
sufficient semi-finished steel to fill its orders. 
Can you tell me if higher priority ratings 
have eliminated this hazard? Can I assume 
that liberal dividend payments are to be con- 
tinued (I received $5 last year), and that the 
stock may advance to my purchase price of 
51? I hold 100 shares—D. P. S., Portland, 
Oregon. 


Acme Steel Co. has no raw steel 
production of its own and the com- 
pany purchases steel in a_semi- 


finished form to be transformed ii 
finished products. These normal 
include barrel- hoops, corrugat 
nails, bale straps and nume 
other specialty binding which fin 
wide employment throughout 4 
dustry. Most of the products man 
factured enter into the packing an 
shipping of numerous product 
many of which currently enter in 
defense work. Shortage of 
finished steel has been a major prol 
lem of the company recently bj 
the fact that increasing proportig 
of total business is going into pre 
ucts of higher priority ratings su 
gest that the problem will becon 
less pronounced over the peri 
ahead. In 1941, the company f 
ported record earnings of $9.65; 
share on the capital stock, whig 
compared with a profit equal & 
$6.63 a share for 1940. More & 
cently earnings have been runnif 
below a year ago due to the sharp 
higher allowances for federal incom 
and excess profits tax. Thus, 
the twelve months ended June 36 
last, net was equal to $7.34 a sham 
against $8.22 a year before. If wal 
business continues to expand at the 
rate indicated earlier in the year, 
is possible that gross earnings f@ 
the full year will attain a new al 
time record, but naturally th 
amount carried through to net will 
be much lower than normally be 
cause of the increasing tax 
Financially, the company has beg 
in good shape for some time pai 
and we assume that this situation 
still obtains. At the close of 194% 
current assets, including cash alor 
of $2,539,836, amounted to $8,551 
236 and compared with current it 
debtedness of but $3,748,661. Singt 
earnings have consistently been bet 
ter than average, liberal dividend 
payments have also been mail 
tained and the outlook in this ® 
gard continues relatively _ bright 
While the company is by no meaii 
exempt from the mounting exces 
profits levies, its position in this 
respect is not unfavorable in viel 
of the long record of net earnings 
We do not feel that the earning 
shown for 1941 will be equalled dur 
ing the war years but, nevertheless 
believe that any likely decline} 
already largely discounted in cif 
rent quotations. Hence, the stoe 
seems to merit retention on a pri 
basis, while income return alg 
should continue liberal. 
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